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ABSTRACT
In the 1980s a series of news articles reported on large scale real estate investments by Japanese
investors. Now that these investors have had several years of experience managing property
and developing projects, it's a good time to evaluate the consequences of their past strategies
against reality. We have combined library research with questionnaires and interviews to
collect extensive data. Through analysis of the data, we have identified investor's current
issues and have predicted their future investment patterns.
Many Japanese investors are suffering huge losses as they find themselves at the bottom of a
severe recession in U.S. real estate. A rough estimate of these losses indicates they could reach
25 billion dollars in 1992. Many of the highly-leveraged speculative investors may disappear
during the 1990s, however, most of the participative investors, from the real estate,
construction and trading industries are determined to stay in the business.
Fewer companies are pursuing the highly integrated strategy of the past. Now, their emphasis
is more on risk control. Many investors are currently re-focusing their business to the areas
where they have a competitive strength or where they expect to develop competitive strength.
Also, more emphasis will be placed on cash flow generating businesses.
The current recession has also highlighted the difficulties concerning international joint
venturing efforts in real estate investment. "Conflicts of interest", "differential investment
horizons", and "the easy use of litigation by U.S. firms" are among the highest concerns of
Japanese investors. Still they are aware of the need to gain U.S. expertise. The key to success
in future joint venture structuring is "risk sharing." U.S. partners will be asked to put in more
cash equity. Many Japanese active investors are seeking "co-developer" status instead of
"financial partner" status.
Our observations support the general localization theory which holds that, Japanese
investment behavior is becoming pretty much like that of local firms.
Thesis Supervisor: Dr. Lawrence S. Bacow
Title: Professor, Department of Urban Studies and Planning
Thesis Supervisor: Dr. D. Eleanor Westney
Title: Associate Professor, Sloan School of Management
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INTRODUCTION
In the 1980's, there was a series of news articles reporting on large scale
real estate investments by Japanese investors. But the purchase of a building
or an announcement of a new development was just the begining of the
story. A broad understanding of the consequences of real estate investment
decisions requires time, lots of time.
After several years of managing a project, or after the completion of a
project, this is the time when most investors can really evaluate their past
strategies against reality.
Unfortunately, at the bottom of one of the most severe recessions in
the history of U.S. real estate, many Japanese investors are suffering huge
losses. But these difficulties are not the problem per se. There have been
many cycles of investors coming and going from the real estate industry, both
domestic and foreign. In most cases who gains and who loses doesn't have
significance impact on the local industry. For instance, in the 1970's, oil
money was everybody's concern; it came and it left, and nothing changed at
all.
Many of the Japanese were the same type of speculative investor that
the U.S. real estate market had seen coming and going for years and they
aggressively invested in existing properties. However, some Japanese
investors were different from the heretofore traditional investors.
Life insurance companies have an extremely long investment horizon
with strong staying power. Along with domestic institutional investors,
Japanese life insurance companies are contributing to the trend toward
institutionalization of the U.S. real estate business.
But, more importantly, there have been some Japanese investors who
have tried to learn the development business in the U.S. These companies
come chiefly from the real estate, construction, and trading industries in
Japan. In our thesis, we have defined this group as active investors. They
have some common characteristics in their active participation in the
development process. Backed by their financial strength, they often bring
needed development services such as construction, leasing, and property
management. This integrated approach has been widely practiced in Japan.
We thought it worthwhile to examine the consequences of the
integrated approach. Have active Japanese investors successfully turned
themselves into developers in the U.S. context? If not, why couldn't they,
and what was the problem behind their approach? We tried to understand
their current troubles and their future direction. In addition, we believe the
difficulty that Japanese investors face mirrors the inherent problems in the
U.S. real estate development business. As a result, this survey also provides a
better understanding of U.S. real estate practices in general.
Our research has three components: library research; questionnaire
survey; and one-on-one interviews. PART ONE reviews past trends and
examines past theories from a macro economic view point. PART TWO
provides an overview of our entire analyses. PART THREE presents a
detailed analysis of the questionnaires and the case studies. In the
questionnaire, we tested several hypothesis based on past observations. In the
case studies, we have highlighted what is actually going on. Also, in the
APPENDIX VI, we summarized some of the comments we received in our
questionnaires and interviews.
PART ONE
JAPANESE
ESTATE:
INVESTMENT IN U.S. REAL
MACRO-LEVEL PATTERNS
CHAPTER 1 Trend in the 1980s
A. Japanese Foreign Direct Investment
1. Investment by Industry (Figure I-1)
According to the Japanese Ministry of Finance, total foreign direct
investment has expanded rapidly since 1985, recording $67.5 billion in 1989.
This was eight times greater than the average amount invested between 1981
and 1984. However, in 1990, the total decreased 16% from the previous year
to $56.9 billion. This decrease reflects the changes in the investment
environment that took place at the end of the 1980s, suggesting that the rapid
expansion in annual investment was over.
Figure I-1
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Three major forces behind the expansion were;
(1) Factory and plant investment by the manufacturing industry.
(2) Investment in long term securities and the establishment of foreign
subsidiaries by financial institutions.
(3) Real estate investment by various industries.
Among the above forces, real estate showed the highest growth in its share of
total annual foreign direct investment climbing from 10% in 1985 to 20% in
1990.
2. Investment by Region (Figure 1-2)
Roughly speaking, the U.S. accounts for 50% of total foreign direct
investment by Japan, with Europe representing 20% and Asia 15%.
By contrast, the U.S. is a more dominant destination for Japanese
investment in the real estate industry. In 1985, the U.S. accounted for 93% of
all Japanese foreign direct investment in the real estate industry. However,
parallel with the increase of Japanese overseas real estate investment, other
target countries were also diversified very quickly into; first Australia and
then Europe. In 1990, 53% of overseas investment in the real estate industry
went into the U.S. followed by 26% into Europe and 14% into Australia.
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Figure 1-2
B. Japanese Direct Investment in U.S. Real Estate
This section examines, Japanese direct investment in U.S. real estate.
1. Past Trends
Despite their long history in the U.S. real estate market, until the early
1980s, Japanese investors were not considered major players. However,
during the 1980s, both direct and indirect Japanese investment in U.S. real
estate increased dramatically, which in turn raised various concerns,
including the fear that Japan was buying up the U.S. However, it is not easy
to estimate the amount and magnitude of these investments. In addition to
the Japanese Ministry of Finance, there are two other major sources of
information from which Japanese investment trends in U.S. real estate are
available. These are the U.S. Department of Commerce and Kenneth
Leventhal & Company, a private accounting firm. The data from these
sources are compared in the following section.
a. Japanese Ministry of Finance (Figure 1-3)
According to the MOF, Japanese real estate investment in the U.S. was
only $0.3 billion per year through the first half of the 1980's (1981-1984). It
increased drastically after 1984 and hit a peak of $8.9 Billion in 1989. In 1990,
however, it decreased sharply to $5.9 billion, a 34.4% decrease. The
cumulative total value of the investment was about $24.6 billion in 1989 and
was estimated to reach $30.5 billion by the end of 1990.
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b. U.S. Department of Commerce (Figure 1-4 & 1-5)
According to the data by the U.S. Department of Commerce, Japanese
real estate investment increased sharply in the late 1980s, pushing up its
cumulative investment position in the U.S. from $0.5 billion in 1983 to $15.9
billion in 1990. This was an average annual increase of 64% over these years.
This amount accounts for about 46% of all foreign real estate investment in
the U.S. By 1990, Japan became the single largest foreign investor in the U.S.
real estate industry, even surpassing the $11.3 billion total of all European
countries combined. However, Great Britain, and the Netherlands are still
considered to have a larger portfolio than Japan on the current value basis.
Japanese investment in U.S. Real Estate
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c. Kenneth Leventhal & Company (Figure 1-6)
Kenneth Leventhal & Company has been tracking Japanese U.S. real
estate investment since 1985. Based on its own database and with its broader
definition of Japanese investment, Kenneth Leventhal is considered to have
the most comprehensive data. Japanese investment flow to U.S. real estate
increased from $1.9 billion in 1985 to a peak of $16.5 billion in 1988. However,
since then investment has dropped dramatically. In 1991, the total dropped to
$5.1 billion or one third of the peak level. The cumulative total of Japanese
investment was $ 71 billion in 1990 and reached $75 billion by the end of 1991.
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d. Definition of the Data
As we discussed above, there are varying estimates for the amount of
Japanese real estate investment. The differences between these estimates is
due to the varying methods used to collect the data.
Data collection, by the Japanese Ministry of Finance, is centered around
their approval process. Companies planning to invest in overseas affiliates
must report to the Ministry of Finance in advance, as is required by the
Foreign Exchange Control Law. An overseas affiliate is defined as any
company in which a Japanese parent company owns a 10% or greater interest.
The MOF data is useful because it provides a breakdown by country and by
industry. The amount shown on Figure 1-3 is the amount that has been
invested in the U.S. real estate affiliates of Japanese companies. The amount
includes cross-border transfers of equity and long term lending. However, the
funds raised in the U.S. through other Japanese financial institutions are not
included. Therefore the amount underestimates the real total.
The U.S. Department of Commerce data is estimated by the Bureau of
Economic Analysis. They define foreign direct investment as the book value
of the foreign direct investors' equity in, and the net outstanding loans to,
their U.S. affiliates. The data provides a breakdown by country and by
industry and is the most widely quoted public data in the U.S. However, as
with the MOF data, it only captures the cross-border transactions from abroad
and does not include the funds raised in the U.S. Thus, the data tends to
underestimate the actual magnitude of direct investment.
Kenneth Leventhal's data is collected through their regional offices,
clients, contacts, numerous media representatives and literature searches.
When possible, it breaks down projects by equity positions and phases. But in
many cases, when these details are unclear, Kenneth Leventhal records the
announced amount for the entire project in the year the project is launched.
Since the data only includes the real estate driven transactions by Japanese
affiliates, cross country or cross industry comparison is impossible. The
amount is recorded on a project or property cost basis, thus both equity and
debt investment are included. Although the data tends to overestimate the
Japanese investment amount for each transaction captured, it comes closest to
the publics perception of Japanese investment. Also, only the Kenneth
Leventhal data provides a breakdown by investor type and by property type.
In CHAPTER 2, we will utilize the Kenneth Leventhal data as we continue
our analysis of Japanese investment in U.S. real estate.
2. Economic implications of Japanese Real Estate investment
Restating the discussion above, as of 1990, the cumulative total value
of Japanese investment in U.S. real estate is estimated at $31 billion by the
Japanese Ministry of Finance, $16 billion by the U.S. Department of
Commerce, and $71 billion by Kenneth Leventhal & Co.
How large is the total in relation to the total value of all U.S. real
estate? In the late 1980s, the U.S. had around $400 billion of new construction
annually1 , which suggests that the country added around $2 trillion of real
estate assets during the late 1980s (excluding land). Compared to the amount
constructed in just 5 years time, Japanese investment can have only marginal
impact on the overall U.S. real estate market. Another estimate shows that in
1988 foreign investors (including all Europeans, Japanese and others) held
only 0.9% of total institutional real estate holdings, far below those of pension
funds at 2.0%, securities at 2.7%, financial institutions at 20.0% and
corporations at 74.4%. The report concluded "(foreign investment) has
received disproportionate attention".2 The high awareness of Japanese real
estate investment is due largely to the numerous articles and news reporting
on the topic and also to the highly visible nature of the real estate itself,
especially when purchased in the downtown areas of major cities. Thus by no
means could Japanese investors be an alarming force that could buy up the
1Economic Report of President, Survey of Current Business.
2 Equitable Real Estate Investment Management Inc., Real Estate Capital Flows 1989
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U.S.
To the contrary, benefits of Japanese direct investment have been stated
by Bacow and others in many occasions. 3 Following are the summary of
these arguments. First, it makes additional capital available for U.S. business,
thus keeping interest rates from rising, which in turn allows business to
expand and create more jobs. Second, through encouraging new
construction, user cost of space should be reduced in the long run. Third, the
long-term investment horizon and immense staying power of Japanese
investors provides more stability in domestic real estate market. Fourth,
when compared with other forms of investment such as U.S. treasury bonds,
real estate generally involves relatively lower cash flow, thus allowing less
money to be repatriated by the investors. Finally, real estate is not an industry
related to national security and the Japanese cannot ship these properties back
to Japan anyway.
These benefits become even larger when Japanese investors pay a
premium to purchase a property. Actually, one bank official lamented, "It is a
little ridiculous for the Japanese to transfer their savings diligently to this
country, when Japan's general living conditions and public facilities,
especially housing, are not yet satisfactory. Japan should make more efficient
use of its savings in those domains."4
3Lawrence S. Bacow, Understanding Foreign Investment in U.S. Real Estate, MIT Center for
Real Estate Development, Working Paper #16, November, 1988. Similar observations were
made by John McMahan, Marc A. Louargand, James Powell and others in various occasions.
4 Speech at Cornell Real Estate Conference, October, 1987, Tamotsu Yamaguchi, Senior
Managing Director, The Bank of Tokyo
C. Factors Behind the Boom of the 1980s
1. Where Did the Money Come From ?
First of all, investment requires money. The most important source of
Japan's foreign direct investment has been its ample savings, supported by
the high savings rate of individual households. An investigation in 1986 of
the Investment-Savings balance by sector reveals that surplus savings by
households, which accounts for 10.1% of the GNP, are fueling Japan's strong
investing activities both domestically and abroad. Even after taking into
account a savings shortage for both government and business sectors
combined, Japan still has a savings surplus equal to 4.2% of the GNP, which
must be invested abroad.5
In macroeconomics terms, this over savings is equivalent to a surplus
in the international current account, which is mainly brought on by a surplus
in trading activities. In the early 1980s, the U.S. government had a tight
monetary policy against inflation, keeping the dollar-value strong relative to
other currencies. The strong dollar made foreign products cheaper relative to
domestic products, thus encouraging imports, which in turn created the huge
current deficit in the U.S. and a huge current surplus in Japan.
In an effort to solve the U.S. trade imbalance, G7 countries agreed to
lower the dollar-value at the meeting in October, 1985 (Plaza Agreement). As
a consequence, the Yen appreciated 40% against the Dollar from 260
yen/dollar in early 1985 to 150 yen/dollar by mid 1986 making U.S. properties
appear cheaper in terms of the yen. Also, contrary to initial expectations, the
stronger yen increased Japan's trade surplus through the J-curve effect.
In Japan, a stronger yen was thought to deprive the country of its
5The Bank of Japan Monthly Bulletin
competitive position in international trading. To avoid the slowdown of the
Japanese economy, the Japanese government and the Bank of Japan decided
to lower interest rates and increase the money supply to stimulate domestic
demand. In 1987, the official discount rate hit a historical bottom of 2.5%.
Also, under the Nakasone administration, the Japanese government
launched a series of deregulation programs and public spending programs to
boost the economy. All of the above factors, produced an unprecedented
investment boom in the late 1980s. This is now reffered to as the "Bubble
Economy." Combined with a restricted supply of investment opportunities,
brought drastic asset inflation in land and securities inside Japan. Thus,
abundant capital seeking a higher return increased pressure for overseas
outflow of investment.
2. U.S. Real Estate as an Investment Target
Once the surplus funds are created, the relative attractiveness of
investment opportunities determines where the money will go. So, what
made the U.S. real estate one of the major targets for Japanese investment?
First, investors prefer the highest possible return. The excess capital
first went to Japan's domestic market, boosting consumption and domestic
investment. However, lower interest rates and asset appreciation made
investment returns extremely low. Around 1987, free and clear returns for
new office development in Tokyo declined to 2%. This was extremely low,
particularly when compared to about 10% for an equivalent property in the
U.S. With the high international mobility of capital, it is quite natural for
investors to move their investments into the country where they can expect
relatively higher returns. U.S. treasury securities and real estate were among
the investments that provided easy access for higher return to these
investors.
Second, investors are risk-averse and prefer easy entry and exit. A
foreign investor can more easily assemble a portfolio of investment grade
properties in the U.S. than in other countries. 6 From the view point of
country risk, the U.S. has been always considered one of the safest countries
for investment. The U.S. has kept a free market for foreign investors and has
few restrictions on doing business. The U.S. real estate market tends to be
more of a commodity than in Japan. Especially from the view point of
portfolio mix, it was natural for institutional investors who hold huge
amounts of U.S. treasury securities to invest in U.S. real estate, the same as
they do in Japan. Also, during the early 1980s, U.S. real estate was still
believed to be a terrific hedge against inflation. The yield on real estate
investment had been higher than the inflation rate over the past 30 years.
Third, several regulatory factors accelerated the movement. Despite the
Tax Reform Act of 1986, the U.S. taxation system is still more favorable than
in Japan; the 31.5 year depreciation schedule for commercial real estate is
about half that of Japan (65 years for office buildings). Also, in 1981 the
Ministry of Finance deregulated life insurance companies to permit foreign
direct investment, thus allowing one of the world's largest institutional
investor groups to invest in U.S. real estate.
Finally, it should be noted that there has been a rapid trend toward
internationalization of the world's capital, goods, and other markets.
Additionally, the strong economic linkage between the U.S. and Japan gave
strategic status for U.S. real estate investment for many corporations
considering expanding their overseas business.
6L. Bacow, Foreign Investment, Vertical Integration, and the Structure of the U.S. Real Estate
Industry, MIT Center for Real Estate, 1990.
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CHAPTER 2
A. Investment by Investor Type
There is not a typical Japanese investor. A variety of investor types
have invested in U.S. real estate. Most of the major investors can be classified
into 6 types; (1) real estate companies, (2) construction companies, (3) trading
companies, (4) life insurance companies, (5) financial companies (an indirect
investor in most cases), and (6) individuals and small companies (typically
through trust banks or investment companies).
Only Kenneth Leventhal data allows for the breakdown and grouping
of total investment by investor type, which is shown on Figure 1-7. Although
their classifications are somewhat different from above in that they classify
both real estate and construction companies within the same category, these
data capture the characteristics of each type very well.
Investor types have shifted over time. In the early 1980s, life insurance
companies and speculative investors led the boom. However, since 1988, life
insurance companies decreased their investment and have had a very minor
portion in the 1990s. Construction/development companies became the
leading group in 1987 and still are among the most active investors.
Financial companies and trading companies were relatively late in increasing
their investment. Their investment showed a significant increase in 1990,
but didn't maintain this pace in 1991. Miscellaneous public/private
companies and individual investor/investment companies have shown a
steady increase in their investment. Since these groups are less dependent on
debt financing, the down market and the credit crunch have had relatively
minor effect on them.
Participants
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Figure 1-7
B. Investment Patterns
In general, early Japanese investors in U.S. real estate started by
investing in existing property with joint venture partners. But two general
trends in Japanese investor methods have emerged. The first is more usage
of a full-ownership approach. As shown in figure 1-8, full-ownership
investment increased its share of total investment from 38% in 1988 to 69%
in 1991. The second trend is an increasing investment in new projects instead
of existing projects. During the same period from 1988 to 1991, investment in
new properties increased from 41% to 53% of total investment.
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Generally, these trends are explained as a result of the increasing
experience and sophistication of the investors. This is true to a certain extent;
however, we believe that this trend really reflect the shift in investor types.
Using Kenneth Leventhal data between 1988 and 1991, the "Full-ownership
investment ratio" and the "New property investment ratio" were calculated
for each investor type.
1991
1990
1989
1988
I .-
Investment Method by Investor Type
1988-1992 Weighted Average
bpment
-.. . . . . . .. . . .. . .. . . . . . . . . . . . .. . . . . .
80
60
0
40
0-
a)
z
20
0
Unclassified
Misc. Cornrany
Fividu/ nsint Co.
Full/ExistingMthc
ConstructidrVDevel
JV/NE W Meth'oc
Trpding
Total
JV/Existing Metho
.eNinsuane I
Life'ns'jr~nce
0 20 40
Full Ownership Ratio (%)
Source : Kenneth Leventhal & Company
Japanese Direct Investment in U.S. Real Estate
60
Figure 1-9
As is shown on Figure 1-9, we have identified 3 separate investment
methods, with each method attracting its own group of investor types. The
most conservative group is comprised of life insurance companies and
financial companies. Typically, companies in this group use the method of
investing in existing property as a joint venture partner (JV/Existing). The
Average
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second group consists of relatively cash-rich investors, including
individuals/investment companies, miscellaneous public/private companies
(manufacturing, retail, transportation, etc.), and unclassified companies.
Generally, these investors acquire relatively small existing properties
assuming full-ownership (Full/Existing). The third group is the most
participative and is more new development oriented (JV/New). The
companies in this group are: construction companies, development
companies, and trading companies. Throughout this paper, we refer to this
group of investors as "active investors." In contrast to other groups, these
companies are involved in the development process as a part of their main
businesses. They prefer the joint venture method in new projects for two
reasons. First, because local expertise is strongly desired due to the local
nature of the development business in the U.S. Second, to learn U.S. real
estate development know-how from their partners in the U.S. Their attitude
is typically described as follows: "As limited or general partners, Japanese
firms act as spigots and sponges, providing the money that American
developers need while soaking up the experience of development in the
United States."7
Currently no investor types have employed the method of investing in
new projects with full-ownership as their chief method. Further, the
authors' investigation indicates there won't be many such cases in the near
future.
C. Property Type
Similar to investment pattern, investment targets have changed
7 McBee, Susanna, "Japanese Development Deals in the United States," Urban Land, August
1990.
significantly over time. In the early stages, office properties constituted the
dominant investment target. Next came hotel/resort and mixed-use
properties. In the 1990s, due to the decline in the commercial property
market, residential properties and land investments have been increasing.
Of course, this diversification of investment targets is partially due to
the increasing sophistication of investors. But, more importantly,
adjustments to the market and the shift in investor types are the more
dominant reasons for the shift in investment targets.
In Figure 1-10, property preference by investor type is shown. The
percentage invested in each type of property for each investor type was
calculated, using the Kenneth Leventhal data from 1989 to 1991, .
Figure I-10
Investment Target Preference by Investor Type
% Invested In each type of property (1989-1991)
Investment Const. Trading Life Financial Individ. * Misc.
Target Develop. Insurance Investment Companies
Office 12% 1 % 74% 48% 31% | 14%
Hotel/Resort 26% 19% 25% 33% 22% 41%
Mixed-Use 21% 2% 0% 4% 6% 20%
Residential 22% 28% 0% 11% || 1IZ] 1%
Retail 2% 0% 8% 0% 4% 7%
Industrial 2% 2% 0% 0% 1% 1%
Land 14% 29% 0% 4% 6% 7%
Golf Cource 1% 1% 0% 1% 11% 4%
Others 0% 10% 0% 0% 2% 6%
Total 100% 100% 100% 100% 100% 100%
*Cormpares whose type d bushiess Is known b~t does not ft ancther category
"Corrparies whose type c bushiess could not be determined
Sotrce : Kenneth Levertha & Company
D. Characteristics by Sector
In the following, we will summarize the characteristics and
investment patterns employed by each type.
1. Real Estate (Development) Companies
Japanese major real estate companies were the pioneer participants in
the U.S. real estate market. They first entered the market where Japanese-
American communities existed. They began operations in Hawaii in the late
1960's and came to the California market by the mid-1970's. Expanding U.S.
activities was one of their international diversification strategies. Compared
with other groups, real estate development companies have been active in a
broader segment of the real estate industry because of their wide-ranging
expertise in the Japanese market. Still, their objectives were centered on
learning and gaining experience in the U.S. market during the early 1980s,
and their projects were relatively small. By the mid 1980s, their activities
came into full strength. The following are the real estate companies' major
subsidiaries and the year they were established:
Sumitomo Realty & Development CA, May 1972 (Sumitomo RE)
Mitsubishi Estate NY, April 1972 (Mitsubishi Estate)
Toyo Real Estate USA, October 1972 (Toyo RE)
Mitsui Fudosan (USA), June 1973 (Mitsui RE)
Shuwa Investment, May 1978 (Shuwa)
Kowa Realty (America), July 1978 (Kowa RE)
Nomura Real Estate USA, September 1983 (Nomura RE)
Taiyo Investment USA, February 1984 (Taiyo RE)
Showa Real Estate USA, June 1988 (Showa RE)
Investment Patterns
Before the bubble era, the activities of the top Japanese real estate
companies already included development of residential and industrial
properties, as well as various real estate related services for Japanese
individual investors. Sometimes they took on the more complicated
activities of resort or shopping center development. For risky investments,
they established joint ventures with others, mostly with local developers, to
diversify and learn risk management. In that sense, these leading real estate
corporations had the advantage of longer term familiarity with the
characteristics of the U.S. market. In the mid 1980s, with the arrival of the
bubble economy, another group of companies from the Japanese real estate
industry joined the investment group. These were mostly middle- or small-
sized companies in terms of organization. These investors should be
regarded separately from the leading real estate companies mentioned above.
Compared to the top real estate companies, which have long been listed on
the Tokyo Stock Exchange, middle- or small-sized companies are typically
owned individually and have grown rapidly based on speculative strategies.
They raise as much money as they can based on the value of the collateral and
invest on the expectation of the future appreciation of the assets. They were
the biggest winners when real estate prices skyrocketed under the bubble
economy. They tended to apply the same strategy in the U.S. and were much
more aggressive and risk-taking. As new entrants in the U.S. market, they
usually lacked a wide range of information or experience. Also, they tended to
lack the human resources to handle the complicated procedures of
development or property management. However, they were cash-rich and
quick in top-down decision making. As a result, often their targets were
existing office buildings in downtown major cities. It is interesting to note
that the most conservative life insurance companies and the most
speculative mid-to small- size real estate companies ended up targeting the
same type of properties.
2. Construction Companies
Until the 1980s, Japanese construction firms had focused their overseas
strategy mostly in the Middle East and the East Asia, but after the second oil
crisis in 1979, they gradually shifted their overseas focus to the U.S. market.
By 1984, the U.S. had become their single largest overseas market. Japanese
construction companies started to enter the U.S. construction and
engineering market in the late 1970s accompanying the boom of Japanese
manufacturing companies' establishment of U.S plants. Clearly, one reason
for their increased activity was the anticipated increase of factory construction
by Japanese manufacturing companies.
Other factors as well influenced the strategic evolution which took
place in the 1980s. During a period after the two oil crises, many construction
companies suffered from unstable and weak construction demand both in
Japan and overseas. Most of the construction companies revised their
corporate strategies from order-base engineering or construction to a new
demand-creation strategy with increasing emphasis on development
activities that create stable construction demand for themselves. Combined
with Japan's policy to stimulate domestic demand, the demand-creation
strategy worked amazingly well in Japan. The basic idea of investing in the
U.S. development market was a further application of this winning formula.
There were plenty of development opportunities in the U.S. compared to
other parts of the world. In order to boost their sales, the "demand-creation"
strategy, which repeats the cycle of site acquisition, construction, sales or
leasing, and reinvestment of the profits in another project again seemed
splendid. Thus, they started their real estate investment activity in the U.S. as
joint venture partners in development. A number of construction
companies have formed subsidiaries not only for construction but also for
related real estate businesses. Following is a list of major subsidiaries, the year
they were established, and the names of their parent companies:
Takenaka International, December 1960 (Takenaka)
Ohbayashi America, November 1972 (Ohbayashi-gumi)
Kajima Development, May 1979 (Kajima)
Shimizu America, February 1981 (Shimizu)
North America Taisei, June 1982 (Taisei)
Haseko New York, September 1982 (Haseko)
Kumagai U.S.A, May 1984 (Kumagai-gumi)
Tobishima U.S.A, July 1985 (Tobishima)
Toda Development, December 1985 (Toda)
OG California, June 1988 (Okumura-gumi)
Investment Patterns
The competitive strength of Japanese construction companies in real
estate development lay in their ability to raise relatively low-cost money in
huge amounts through their strong relationships with Japanese Banks. This
advantage was further strengthened during the bubble era when over-money-
supply in Japan enabled them to borrow or issue corporate foreign-currency
denominated bonds at low rates. As mentioned above, Japanese construction
companies' real estate investment activity in the U.S. started from
participation in new development projects as limited partners in joint
ventures with local developers. In contrast to relatively small U.S.
construction companies, Japanese construction companies were seen as
reliable financial partners by U.S. developers. In return for becoming a
financial partner, they could get the construction contracts related to the
project. However, some of them were not satisfied with this passive role in
the development process. As soon as they became more comfortable with
their experience, they vertically integrated into financing, development, and
construction of their own, and diversified into a variety of project types and
investments assuming more risks by themselves.
3. Trading Companies
Japanese trading companies have maintained sizable presence in the
U.S. for a long period, often more than 40 years, because of the nature of their
basic business. Real estate development activities account for only a small
portion of their entire business. Although there were some projects in
Hawaii or California in 1970s, they did not invest significantly until the mid
1980s. Their attitudes towards real estate still remains conservative. They
usually participate as a limited partner or just provide financing to the
project. They rarely have real estate specialized main subsidiaries equivalent
to those of construction companies or real estate companies.
Investment Patterns
Japanese Trading firms usually invest in joint ventures with Japanese
real estate developers or construction companies and rarely opt for full-
ownership. Also, they prefer debt investment rather than equity investment
in order to avoid much risk. Their strength lies in gathering information via
their main business, so they also act as consultants to their customers in order
to get other related business opportunities.
4. Life insurance companies
Life insurance companies are among the biggest surplus money
contributors. In Japan there are only 26 life insurance companies which
control over $1 trillion in total assets (as of March, 1991). Japanese life
insurance companies are seen by the real estate community as having the
deepest of the deep pockets. Among them, 12 companies have been engaged
in U.S. real estate investment activities with a collective investment
exceeding $10 billion by the end of 1989. At least 9 of them have already
established U.S. subsidiaries specializing in real estate investment. Following
are the subsidiary companies, the years they were established and their parent
companies:
Nissei Realty, April 1981 (Nippon Life)
Dai-ichi Seimei America, May 1981 (Dai-ichi Life)
Meiji Seimei Realty, July 1981 (Meiji Life)
Sumitomo Life Reality, November 1982 (Sumitomo Life)
Mitsui Seimei America, August 1983 (Mitsui Life)
Yasuda Realty America, June 1986 (Yasuda Life)
Chiyoda Life Realty of America, December 1986 (Chiyoda Life)
Taiyo Life Reality of America, July 1987 (Taiyo Life)
Daido Seimei America, January 1990 (Daido Life)
There have been two waves of subsidiary establishment. The first
wave came at the beginning of the 1980s when the Japanese Ministry of
Finance (MOF) deregulated its Foreign Exchange and Trade Control Laws. As
a result, since 1981, institutional investors have been authorized to do
overseas real estate investment through foreign subsidiaries conditioned on
reporting to the MOF in advance. In the beginning, their asset allocation in
foreign currency instruments was restricted to a 10% maximum. In response
to this relaxation, Nippon Life, the top life insurance company in Japan,
established Nissei Realty in New York in 1981. In the following two years,
four more insurance companies, Dai-ichi, Meiji, Sumitomo, and Mitsui
established real estate subsidiaries. The second wave occurred in 1986 when
the MOF relaxed the maximum percentage for holdings in foreign assets from
10% to 30%. At least four more companies have established real estate
subsidiaries since then.
Investment Patterns
Owing to both the nature of service required of life insurance
companies and the restriction and guidance imposed by the MOF, life
insurance companies are the most conservative among Japanese investors.
Their priority for investment is in a stable income source with a long
investment horizon. Also, they tend to avoid properties that require
cumbersome operation. As a result, the most common structure has been
investment in a commercial office building in a major downtown area with a
major American insurance company or a well-known developer as a
partner. 8 In many cases, operating income was guaranteed by their U.S.
partner. So in early stages, they were said to prefer limited partner status in
joint ventures. Also, from the same risk-averse viewpoint, they started by
investing in existing buildings rather than new development projects or in
8Arthur M. Mitchell III, Japanese Real Estate Investment in the United States - Summary of a
Conference, October, 1986, Japan Society (N.Y.) and Urban Land Institute
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newly-developed areas. In the late 1980s, as they gained experience, they
gradually diversified their portfolios to hybrid debt investments 9, new
projects in a wider area, and also in full-ownership or general partnership.
However, these experiments have tended to be small in scale and their
conservative nature has been maintained to date.
5. Banks
Japanese banks have been one of the driving forces behind the influx of
Japanese money into the U.S. real estate market. There are several types of
banks in Japan: trust banks; long term credit banks; other commercial banks;
credit companies, etc. The Japanese Ministry of Finance has different
regulations for each type of bank, therefore each type of bank provides a
somewhat different set of services to their U.S. real estate investment
customers. Trust banks and long term credit banks focus on long-term
project lending such as land, plant and equipment. Commercial banks
usually concentrate on short to medium-term lending, most typically in
corporate working capital. Prior to the 1980s, Japanese banks could be, and
were, very selective in their lending because the Japanese economy was
continuously expanding and loan demand was strong. However, in the
1980s, when Japanese economic growth stabilized, the banks' attitudes toward
their customers switched. One reason was that a loose monetary policy made
it easier for their customers to raise new funds. More importantly, the wave
of deregulation created competition between different types of banks. Also
the opportunity to raise funds directly from the equity market became more
accessible to large blue-chip companies in Japan. And they began to reduce
9Typically, convertible mortgages, e.g. In 1985, Nippon Life financed Essex House in N.Y. with
convertible mortgage with Japan Air Line and Shimizu as mortgagors.
their borrowing from the banks. As a result, Japanese banks were motivated
to behave differently than they did in the 1970s. They saw the real estate
booms in both Japan and the U.S., as a good opportunity to change strategies.
The only type of bank with a history of providing real estate brokerage
services in Japan were the trust banks. Overseas real estate seemed like a
logical business expansion opportunity for them. Also in the 1980s,
internationalization was placed high on their corporate agenda. In 1985
Mitsubishi Trust established an overseas real estate division in charge of
brokerage and consulting. They were quickly followed by the other trust
banks. They formalized cooperation agreements with national real estate
brokers and investment banks, such as Cushman & Wakefield (Mitsubishi
Trust) and Citibank Real Estate Advisors (Yasuda Trust). They served mainly
as consultants for small and medium-sized cash-rich companies in Japan,
often for tax saving purposes.
The long-term credit banks and commercial banks used overseas real
estate lending strategically, to increase their overseas business base. Driven by
severe competition for market-share, they started to deal with less-qualified
speculative investment companies. Although long-term credit banks and
commercial banks don't serve officially as consultants, some of their
customers relied on their foreign information network. To meet the needs of
these customers, they strengthened their relationships with some of their
American counterparts. Followings are some examples of official
cooperation agreement between Japanese banks and U.S. brokers:10
Sumitomo Trust Richard Ellis, Inc.
Yasuda Trust Citibank Real Estate Advisors
10Mitsuo Murai & Arthur Mitchell, Taibei Fudosan Toushi no Jittai, October 1989.
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Mitsubishi Trust
Mitsui Trust
Toyo Trust
Daiwa Bank
Sumitomo Bank
Grubb and Ellis Co.
First Interstate Bank
Cushman and Wakefield
Landauer Associates
First Interstate Bank
Citibank
Security Pacific
Goldman Sachs
Changing Environment
Compared with the late 1980s when Japanese investment hit its peak,
the 1990s seem to be tough years for the investors. Some of the same
conditions that encouraged overseas investment are now working against it.
In Japan, low-cost funding is not as available as before. Also, since 1991, stock
prices and land prices have declined as a reaction to the past over-pricing. In
the U.S., the real estate market was hit by the most severe depression since
the 1930's.
A. Tighter Monetary Control in Japan (Figure I-11)
In the late 1980s, driven by concern for asset inflation, the Ministry of
Finance (MOF) and the Bank of Japan (BOJ) have instituted tighter monetary
control in several stages, especially targeting the real estate industry. First the
restriction was in the form of administrative guidance or warning. However,
the official discount rate stayed at 2.5%, its historically lowest point, between
1987 and 1989, and the money supply (M2+CD) was not restricted strongly.
About the same time, 1987 to 1990, the money supply increased at more than
10% annually. By 1989, the guidance had only a marginal impact because of
strong demand for investment, and the existence of loop holes. For example,
Japanese banks fueled their investment activities through affiliated leasing
companies or non-bank financial institutions, thus avoiding MOF and BOJ
restrictions.
Concerned about worsening asset inflation, the BOJ finally determined
to take a restrictive monetary policy. Since May, 1989, BOJ had raised the
interest rate in five stages. In August, 1990, the official discount rate reached
6%. Parallel to this the MOF has tightened the monitoring of lending
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activities to the real estate industry both by banks and non-bank institutions.
Due to the high interest rates and restrictive lending attitudes, money
supply only increased 3.6% during 1991.
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Figure I-11
B. Bank of International Settlements Capital Requirements
In 1988, Bank of International Settlements (BIS), established uniform
8% capital requirements for international banks to stabilize the international
banking system. 8% capital should be attained based on risk adjusted value of
assets. Under the booming stock markets, it was not difficult for Japanese
banks to meet this standard, using the appreciated value of their stock
holdings or raising capital through the stock market. However, once stock
prices started to decline, it became very difficult to raise the money in the
capital market. To meet the BIS requirement, most of the banks have become
more selective in new lending, trying to keep their balance sheets compact.
C. Declining Land Prices and Stock Market in Japan (Figure 1-12)
Land prices have decreased significantly as a combined result of several
factors, including the BOJ's tighter monetary policy, the MOF's
administrative guidance, and banks' changing lending behavior under BIS
capital requirements. During 1991, land prices in Tokyo fell by approximately
30% from the previous year.
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Figure 1-12
Also, together with a pessimistic forecast of the future Japanese
economy, the drop in land prices is affecting the stock market indirectly, since
part of the stock purchases under the boom were collateralized by the
appreciated value of real estate holdings and vice versa. In April 1992, the
Tokyo Stock Exchange's Nikkei average hit a 5 1/2-year low, when it reached
around 17,000 yen (which is less than half of its peak in 1988). Under such
conditions, equity financing by Japanese corporations is becoming extremely
difficult, both in the domestic market and in the Euro market.
Although the MOF lifted its real estate lending restriction at the end of
1991, both land prices and stock prices are still decreasing and it is unlikely
that these prices will rebound in the short-term.
As mentioned in the BIS capital requirement discussion, declining
stock prices will affect the capital ratio of Japanese banks, and declining land
values will increase the default risk of loans collateralized by real estate. All
these factors discourage Japanese banks for further extending unprofitable
loans, both in Japan and overseas.
D. Trouble in the U.S. Real Estate Market
The trouble with the U.S. real estate market has been basically self-
inflicted through using easy money to over build. But the impact was further
deepened by the recession which started in the fourth quarter of 1990.
Pessimism has been especially overwhelming in the office market and the
hotel markets. With a dramatic slowdown in absorption, both downtown
and suburban office markets are oversupplied. With high vacancy rates, rent
concessions are plentiful and this oversupply condition seems to be a long-
term trend that will affect most American markets negatively throughout
much of the decadell. The nation's recession has also had a significant
impact on the hotel industry. It is widely perceived that over half of U.S.
hotels cannot meet debt service. 12
Unfortunately, these two markets have been the primary target of
Japanese investors, including both passive and active investors. Using the
data from Kenneth Leventhal & Company and Russell-Nacreif index for
office properties, we have estimated the performance of the Japanese
investment, comparing the estimated cumulative value of the investment
with the performance of the same investment in T-bills. The results are
shown on Figure 1-13.
Figure 1-13
1 Urban Land Institute, Development Trend 1991, March 1991
12Landauer, 1992 Real Estate Market Forecast
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Until 1988, the performance of the real estate investment kept the pace
with the equivalent investment in T-bills. However, since 1989, due to the
capital loss of the investment, the real estate investment performance has
fallen below that of T-bills and in 1991, the difference became obvious. The
cumulative value of the real estate investment was estimated to be 78 billion
dollars, while T-bill investment would have reached 94 billion at that point.
Thus, the substantial losses associated with Japanese real estate investment
can be estimated as 16 billion dollars in 1991, and a further decline in
commercial property values will enlarge that loss to 25 billion dollars in 1992.
Not only the Japanese investors, but also the Japanese Banks were hit
hard by the real estate recession. Since many Japanese Banks used real estate
lending, often to projects related to the Japanese investors, as a strategy to
expand their U.S. lending share, the ratio of real estate related loans to their
total assets is significant. According to the report of Federal Reserve, for local
branches of Japanese banks in New York, the percentage of real estate lending
is around 20% and for local subsidiaries in California it is often above 50%.
Most lending to Japanese companies has not hurt badly, because these loans
are secured by the parent companies back in Japan. However, lending to U.S.
companies or secondary lending syndicated from U.S. banks are under
significant exposure. Along with the BIS regulation, Japanese banks are
becoming increasingly conservative toward real estate lending.
E. Reducing Yield Advantage of the Investment in the U.S. (Figure 1-14)
In the past, the higher yields available in the U.S. justified investment
into U.S. real estate. However, this advantage has been totally wiped out. As
mentioned above, Japanese interest rates have risen significantly since the
end of the 1980s. Concurrently, the interest rate in the U.S. has been going
down dramatically. Together with the declining real estate market, the
exchange rate risks have eliminated incentive to move capital from Japan to
the U.S.
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Figure 1-14
This attitude appears most strongly in the institutional investors.
These are life insurance companies that have to raise money in yen. With
higher interest rates, lending in Japan is absorbing most of the Insurance
companies' new portfolios. Marginal or negative spreads with uncertain
markets do not justify the currency risks. Investment by life insurance
companies went down to almost zero in 1990 and 1991.
Of course, the lower yields in the U.S. are also discouraging other
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investors, not only in real estate but also in other fields. In 1991, Japan's long
term capital account recorded the net inflow of 37 billion dollars, which was
the first inflow in the past eleven years.
F. Current Surplus of Japan (Figure 1-15)
However, not everything is moving against overseas investments.
Exchange rates remain stable. But more importantly, Japan's oversavings and
the current surplus, the basic engine of Japanese investment, remains strong.
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Current surplus peaked in 1986 at 86 billion dollars; since then it was
gradually reduced to 36 billion dollars in 1990. However, in 1992, it increased
dramatically to 73 billion dollars. This increase was not because of increasing
exports, but largely due to the decrease of imports as a result of shrinking
consumption in Japan. In the past, this current surplus had been invested
abroad creating net capital outflow. However, currently, it is not going out of
the country. To the contrary, Japan had net capital inflow in 1991.
The future consequence of this surplus savings is unclear. In Japan, it
is creating the pressure to reduce interest rates which have been kept high by
the BOJ. The exchange rate remains relatively strong in spite of a weakening
economy. However, these surplus savings have to be invested eventually. If
the investors' confidence comes back, and if they can find good investment
opportunities, the outflow of Japanese capital will resume.
PART TWO
EVOLVING STRA
OVERVIEW OF THE
TEGIES:
ANALYSIS
INTRODUCTION
In PART ONE of our thesis we examined Japanese investment patterns
in U.S. real estate and the macro factors that affect them. To better
understand and predict future patterns, we have conducted an extensive
survey combining a questionnaire with one-on-one interviews. During the
first four months of 1992, 39 companies responded to our questionnaire and
we conducted interviews with more than 50 people. This part of the thesis
presents our analysis of that data.
The data we collected has been thoroughly organized and cataloged in
great detail and can be found in CHAPTER 7. Some of our interviews resulted
in some very interesting case studies which can be found in CHAPTER 8.
PART TWO of our thesis deals with the essence of the data that is detailed in
CHAPTERS 7 & 8.
Future patterns of Passive Investors
A. Life Insurance Companies
1. Investment Criteria
The primary objectives that lead life insurance companies to invest in
U.S. real estate are found in their strategies for "diversification of the
investment portfolio" and "internationalization". Their investment criteria
is based on "return", "stability" and "inflation hedge". They are less
interested in participating in the development process. Since, U.S. real estate
is just one of their investment choices, life insurance companies are more
flexible in adjusting their investment levels to changes in market conditions.
2. Suspension of U.S. Real Estate Investment
According to the Kenneth Leventhal report, most Japanese life
insurance companies stopped making new investments in U.S. real estate in
the 1990's. Our other data seems to indicate that it will be a long time before
they resume this type of investing. There are four major contributing factors.
The first obvious factor for decreased investing is the poor performance
of their U.S. real estate portfolios. Life insurance companies are the most
conservative among passive investors and typically invest in existing class A
office buildings as joint venture partners. Such buildings were believed to be
less affected by market changes. However, because the real estate depression
has been so deep, it began to have a negative impact on their portfolios by the
end of the 1980's. Some insurance companies have been compelled to
restructure past partnership arrangements because of under-performance.
One senior manager said, "Under such conditions, it is quite natural for us to
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take a more cautious attitude toward U.S. real estate investment." In many
instances, U.S. real estate investment failed to meet their expectations,
providing instead lower returns and higher risks.
The second factor is a slow down in the increase of the total assets of
life insurance companies. In the mid 1980's, bank savings account rates were
still being kept at low levels by tight regulations. This allowed life insurance
companies to increase their assets by selling a new type of policy that acts like
a savings plan. An example of this would be a five-year single premium
endowment policy. These policies attracted a large amount of savings away
from the banks. But as deregulation of bank interest rates began in the late
1980s, the relative benefits of these savings-type insurance policies decreased.
Between 1985 and 1990, the total assets of Japanese life insurance companies
increased from 45.7 trillion yen to 116.2 trillion yen; a compounded annual
increase of 20% per year. However, from 1990 to 1991, annual growth slowed
to 12% and is expected to decline further in 1992. Since more and more of
these five-year savings plan policies are maturing without being renewed,
there won't be as rapid an expansion of this part of the portfolio for a while.
The third factor is a large increased domestic demand for loans from
insurance companies that began at the end of the 1980's. From 1990 to 1991,
total assets of Japanese life insurance companies increased by 14 trillion yen,
of which, 8.8 trillion yen was absorbed as an increase in loans while
investment in foreign securities decreased by 1.2 trillion yen." One reason
for this is that Japanese banks can't increase their lending volume under BIS
regulations. Another reason is because the weak stock market made fund-
raising in the equity markets very difficult. Both of these factors allowed life
insurance companies to extend new loans to top publicly traded Japanese
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companies at the best possible rates. Also, many banks requested that
insurance companies help them increase their capital by purchasing preferred
return stock.
The fourth factor is the decreasing yield advantage of U.S. real estate
investments. Please refer to CHAPTER 3 E. for a detailed argument on this
point. One executive with a life insurance company mentioned that,
"Currently, there is a strong financing demand from top Japanese
corporations, which are the safest borrowers. There is no reason to invest in
U.S. real estate, when return is low and the future of the market is unclear.
For overseas investment, we also need to consider currency risks."
However, there is one more reason for the reduced presence of life
insurance companies. Near the end of the 1980's, when Japanese real estate
investment hit its peak, the Japanese MOF was concerned about the cultural
friction caused by the over presence and the visibility surrounding the
purchase of trophy properties. The MOF issued administrative guidance to
the life insurance industry to refrain from investing in controversial
properties and to pay more attention to local emotions. As a result, life
insurance companies have changed their attitudes toward disclosing
purchases. One executive with a life insurance company said that they have
started putting penalties on brokers or sellers for disclosing purchase
information. This kind of information control is making the already small
investment by life insurance companies look even smaller.
3. Future Direction
Although the investment rate has been reduced drastically, most life
insurance companies are planning to remain in real estate related activities in
the U.S. They will resume investing when the market comes back. One
executive said, "We are equity investors and we are the money holders.
Although our decisions tend to take time, once we decide, we can provide the
money immediately. It won't be too late if we start investing after we see the
bottom of the market. We are monitoring the market carefully to judge
when the market picks up."
With regard to the influence of the European market, life insurance
companies have already started investing in Europe. But the status of the
U.S. as a prime destination for the international real estate investor won't
change. There were comments that it is much harder to find a good
investment opportunity in Europe than in the U.S. In our questionnaire, the
"influence of other growing world markets" was not deemed to have a
significant influence on the future size of U.S. activities by Japanese investors.
In terms of sophistication of investment strategy, many life insurance
companies already have experience in new development and joint ventures.
Many of them have their employees trained as U.S. brokers and developers.
For this reason, their understanding of U.S. the real estate business has
increased greatly. However, their chief emphasis will still be on investing in
existing class A commercial properties with strong local partners. One
manager said, "We won't do full ownership development. Even if we invest
in new development as a joint venture partner, we won't get involved until
the project gets really close to the final stage. The threshold for full ownership
in an existing building is around 400,000 square feet. We will use a joint
venture above that level. Thus, finding a good partner is very important."
So, how do they select their partners? By the very nature of their
business, life insurance companies have a long investment horizon. Thus,
they have a strong tendency to work with other U.S. institutional investors,
such as Prudential, Equitable, etc., or with fairly large development
companies. This point was made clear on our questionnaire, too. They have
a big concern about having a "different investment horizon than their
partners", and they admit that they have a tendency to work with "famous
partners."
Yet, some life insurance companies are considering using strong local
developers. One executive said, "In the U.S, the best partners are not in large
companies. If the people working in these large companies are really
competitive, they establish their own company and do business for
themselves. I prefer to work with locally strong developers, even if they are
small. I believe the problems associated with a differential in investment
horizons can be controlled through the financial structure." Because of their
past experiences in working with relatively small partners, life insurance
companies care about the incentive structure, in the same way as many active
investors do.
4. Regulation by the Japanese Ministry of Finance
The life insurance industry is under tight regulation by the Japanese
Ministry of Finance (MOF). The MOF not only restricts the type of the
investments that can be included in the portfolio, but also puts a quota on the
proportionate share each type of investment has in the overall portfolio.
Furthermore, each proposed real estate investment must be reported to the
MOF.
However, no company has reached the regulated limits for real estate
investment. Also, the MOF can check the preliminary reporting, but can't
really stop the investment. Thus, so far, these regulations haven't been a
serious obstacle to continuing real estate investment in the U.S. The slow
down of investment should be interpreted more as a natural reaction to the
investment environment.
B. Banks
Obviously, Japanese banks were the driving force behind "Japanese
Money" and we cannot explain the past investment boom in U.S. real estate
without them. Generally, they are indirect participants and do not make
investments from their own accounts. Because of this, our questionnaire,
which was written mainly for the direct investor, was not always appropriate
and we couldn't get statistically sufficient responses to analyze their strategies.
Therefore our analysis of banks' future strategies is mostly based on our
interviews and the macro analysis we included in Part I.
Japanese banks have dramatically changed their attitudes about real
estate lending, both in Japan and overseas. They are taking a very cautious
attitude toward new lending and this won't change in the near future. This
attitude is the result of the following factors.
Japanese banks have to meet the BIS requirement for an 8% capital
ratio. With a declining Japanese stock market, some of the banks can't meet
this standard at current lending levels. They must increase their capital
reserve or reduce their lending. Since the former strategy is difficult in a
weak market, most banks are pursuing the latter strategy by not extending a
new loans, unless they are very profitable.
They already have substantial non-performing loans in real estate, both
in Japan and overseas. When interest rates increased in Japan, most
speculative companies experienced a shortage in cash flow and are currently
undergoing restructuring, supervised by the banks. Typical infamous
companies are Azabu Tatemono, Itoman, Dai-Ichi Fudosan, and Shuwa
which are collectively referred to as "AIDS". Together, they are considered a
symbol of the problems afflicting the Japanese economy. In the past, these
speculative companies were also some of the most obvious players in U.S.
real estate, especially when it came to trophy properties. For example, Azabu
Tatemono owns the Hyatt Regency and many other hotels in Hawaii. Itoman
played a substantial role in the purchase of the Pebble Beach Country Club.
Dai-ichi Fudosan purchased the Tiffany Building in New York, and Shuwa
is, of course, the owner of Arco Plaza in Los Angeles, the ABC building in
N.Y. and other famous landmarks. Behind them all were the Japanese banks.
In the past, Japanese banks usually didn't do business with these
speculative types of investors. The heavy lending to this speculative group
began in the late 1980's when most large, less speculative companies started
raising their funds in the equity market and paying off their bank loans.
Under the pressure of severe share competition, many Japanese banks started
dealing with these speculative groups to keep their lending levels up.
The current trend in the Japanese banking industry is a shift toward fee
business and placing the most importance on generating profits. This trend
will continue for the long-term and there won't be another chance for these
speculative companies to have access to easy money. The bubble economy
turned out to be a bubble.
The troubles with real estate lending, however, were also created by the
banks' own attitudes. Under simultaneous waves of deregulation and
internationalization of the banking industry, overseas real estate lending was
used strategically to increase their overseas business base. Many projects
were introduced to Japanese small investors and late-entry groups through
these Japanese banks. In our questionnaire, 7 out of 15 companies in the late-
entry group cited Japanese banks as an important project-information source.
Also, from the banks' viewpoint, bringing in Japanese companies was one of
the easiest methods of expanding their lending. It has been difficult for the
Japanese banks to judge the feasibility of projects in the U.S. One executive of
a bank said, "We couldn't persuade our headquarters if the project was run by
small U.S. firms, but if we could say, for example, 'this is a Kajima project',
we could get immediate approval for financing." From the investor side,
one executive of a construction company said, "We feel we were used as
collateral for the Japanese banks, but we can't complain. It was we who made
the final decision."
In the future, banks will still work as consultants to small cash-rich
investors, but not as aggressively as in the past. They will not repeat the same
mistakes with speculative investors. With large publicly traded companies,
they will maintain their current relationships, but will be more conservative
than in the past. One executive of a top bank said, "If the market stabilizes,
we would like to resume real estate project finance gradually. The hard part
is that we are not well prepared in-house to judge the potential of projects or
developers."
Future Patterns of Active Investors
A. Difficulties that Active Investors Face
Currently, Japanese investors are facing many difficult problems. The
greatest issue is a serious depression of the real estate market in the U.S. One
consultant wrote, "the market for foreign investment in U.S. property will be
far from buoyant in the 1990s. None of the conditions of: a valuation
methodology compatible with financial markets; investment liquidity; or
healthy local property markets, are met. The time has come to hunker down,
down size, and manage assets."' 4  Investors who purchased existing
commercial properties are experiencing higher vacancy rates than they
expected and significant decreases in the appraisal values.
The problem is more serious for those who are actively involved in
the development process, such as real estate companies, construction
companies and trading companies. They are the group defined as active
investors in CHAPTER 2 B. The questionnaire responses indicate that the
main objectives of these companies were "an internationalization strategy"
and "enlarging the profit base"; that means they consider U.S. real estate
investments as an international extension of their main business rather than
mere investment. As a result, they place relative importance on "learning
the advanced concepts of U.S. development". Participation and learning are
the key features that distinguish the active investors from the rest. More
than 80% of these investors cited that "(the prototypical image of one who)
participates in every aspect of development to get know-how" applies to
themselves.
14McCoy, Bowen H., 'Why Foreign Capital Flows into U.S. Real Estate are Drying Up," Urban
Land, July 1991.
CHAPTER 5
Most of their projects started in the late 1980's around the peak of the
market. Now, in the early 1990's at the bottom of the market, these projects
are completed and starting to come into the market. Many projects have been
delayed by the financial difficulties of the local joint venture partners. Even if
the projects are completed, without effective leasing, the projects will be
disasters. Their huge investments are locked in for the long-term and rising
interest rates accelerate their financial burden. Under these conditions, these
investors are forced to re-think their past strategies.
B. Underlying Issues
In addition to basic market factors, there are several underlying issues
to be considered when Japanese investors try to participate actively in the
development process. First of all, we really need to think about "What their
competitive strengths are?" Of course, financial strength and a relatively large
organization are strong points common to every active participant. But,
what's beyond this?
In the U.S, the real estate development business is segmented into
various stages. In each stage, different expertise is required. We have
summarized the problems that many Japanese active investors faced in each
separate stage.
1. Stage One - Project Preparation
The first stage is project preparation, which includes land assembly and
the public approval process. Generally, land owners or small developers,
particularly if they are strong in local politics, get first access to a potential
projects. It requires a strong local network and bargaining power to go
through all the negotiations. In our interviews, all investors said this stage is
hard and will remain impossible for foreign companies to get involved in
directly. Thus, they must depend on their partners or local specialists for this
stage. However, they think the problems with this stage should not be a
roadblock for investors, because in the U.S., there are numerous projects
which have already obtained all public approvals and are just waiting for
equity investors.
2. Stage Two - Project Selection
The second stage is project selection. It has three components: access to
project information; access to market information; and the ability to analyze
this information.
As for project information, our questionnaire and interviews revealed
that still many investors are receiving project information passively from
Japanese Banks, U.S. investment banks, and nation-wide brokers. However,
it is believed that the best project information doesn't appear in this kind of
open network. Strong U.S. investors always have their own local contacts,
whereas Japanese investors do not. One Japanese executive said, "If the best
projects are pre-selected by U.S. investors before we see them, we can't find
good investment opportunities even through careful selection. We need
access to more informal information sources."
As for getting good market information, there are two problems. The
first problem is that they sometimes depend on summarized reports
published by brokers or banks and often don't get a sense of the market
directly. This continues even through leasing negotiations, until they
become an owner of the property and begin to manage it. The reports
prepared by brokers or banks tend to be optimistic. The second problem is a
lack of understanding of the local market dynamics. For example, a survey
conducted by Arthur Young in June of 1988 shows the misunderstanding of
market dynamics that Japanese investors had at that time. When asked their
concerns about U.S. real estate investment, they said the least threatening
factor was "lower rents." Also, when asked what they thought offered the
most attractive return potential, most respondents, checked "metro-high-rise
office", followed by "suburban office", "metro mixed-use".15 But in mid-1988,
office vacancy was already 20% and there was already a consensus established
about the pessimistic future of the U.S. office market. One local developer
said, "Some large Japanese investors seem to be experienced and
knowledgeable about the local market dynamics. But they are the ones who
invested in downtown projects when everybody knew about the over-supply
condition."
The Japanese investors' methods of analysis do not differ significantly
from those of U.S. investors. They are especially strong in understanding
numerical analysis. However, if the original inputs are wrong, the analysis
doesn't make sense. One U.S. developer comments, "(We) can convince
Japanese clients through numbers even though the deal isn't good."
3. Stage Three - Partner Selection
The third stage is partner selection. For active investors, partners tend
to be local developers. The problem at this stage is the same as the problem in
project selection. Without their own information sources, it is often difficult
to evaluate the true strength and reputation of the potential partner. Almost
all of the interviewees emphasized this point. One passive protection against
bad information is to work with well-known partners. But there have been
15 Arthur Young, "A Survey on Japanese Real Estate Investment Attitudes," Real Estate Alert,
July 1988.
many disappointments associated with big-names as well; "After all, even a
famous corporation is a gathering of egoistic individuals. When something
goes wrong, the key person who made glowing promises often disappears."
Also, our questionnaire indicated that "different investment objectives
and horizons between partners" is a very big potential source of future
conflicts. One executive of a construction company said, "We misunderstood
the nature of local developers. Everyone is great in good markets; however,
under adverse conditions, most of them failed to meet our expectations. It is
hard to find a partner who can share the down-side risks."
Many Japanese investors have come to realize the very optimistic
nature of U.S. developers. One executive of a trading company referred to
them as "Rose painters". Many respondents feel they were taken in by the
skillful presentations of their current partners.
4. Stage Four - Realization of the Project
The fourth stage, realization of the project, includes construction,
scheduling, marketing, and coordination. In this stage, the strength and type
of involvement differ, depending on the industrial sector that the investor
belongs to.
a. Construction
Construction companies are the only group which want to control the
construction process directly, typically as a general contractor. Of the
questionnaire respondents, 13 companies are involved in the construction
and engineering business, 12 of which have construction as their main
business in Japan. These Japanese construction companies are considered to
have excellent technology and are strong in their control of schedule, budget
and quality. However, the application of this know-how hasn't been easy
because of the existence of a complicated union system and different
construction standards. Westney wrote, "Most foreign experts see Japan's
building codes as extremely conservative, especially in terms of fire and
seismic safety, and as fostering "over-engineering" that raises the costs of
building (and, incidentally, thereby lowers the likelihood that Japanese
building technologies can be successfully exported.)"' 6 Relationships with
architects are also different. Furthermore, quality of the finishes is not as
great a concern of U.S. tenants as in Japan. Instead, U.S. tenants care more
about building architectural design. One manager of a construction company
said, "Because of these differences (in business customs and culture), without
equity participation, it is relatively difficult for Japanese construction
companies to get into the private construction market in the U.S. " Thus, in
the U.S. context, there remains a doubt about Japanese construction
companies' strength.
b. Scheduling
All the active investors expressed some frustration in the frequent
delay of projects which is often caused by the loose budgetary control of the
managing partners. They think local partners are easy going toward these
delays because they don't commit their own equity in the project. Many of
the Japanese real estate companies and construction companies believe they
can manage the schedule by themselves, with the appropriate incentive
structure and the assistance of local experts. Of course, behind their ability to
exercise control is their ability to deliver the financing.
16Westney, D. Eleanoor, "Technological Change and the Building Industry in Japan," MIT
Sloan Management Review.
c. Marketing
As for marketing, there is a great difference between the U.S. and
Japan. In Japan most commercial leasing has been a seller's market for some
time. It is more stable than in the U.S. and rent concessions are not as drastic.
Also, leasing agreements are standardized. Because of these differences,
some Japanese investors are not skillful in using a highly flexible negotiating
strategy to adjust to changing market conditions. Even if the local staff
understands the market, sometimes it is hard to convince their headquarters
why U.S.-style rent concessions are necessary. One U.S. based project
manager said, "It is frustrating to wait so long to get decisions from
headquarters in Japan and try to get things done." The same reaction came
from one U.S. broker; "Japanese clients lose good opportunities because they
don't move fast enough."
Under certain conditions, postponing the completion of projects could
be a better strategy. For these decisions, an understanding of market feedback
is critical. However, once construction starts, it is really rare for a Japanese
investor to call a halt. One reason is their project-carrying power that's
backed up by financial strength. Another reason is their corporate pride.
Once a Japanese-related project stops, many Japanese journals report the
delays, which then become symbols of failure. This possibility of loss of face
makes Japanese corporate executives nervous about stopping a project and
causes them to persist in what might be an unreasonable strategy.
d. Coordination
This is the area where many Japanese investors believe they can
provide a unique strength. Effective coordination can be attained in three
ways.
The first method of effective coordination is through the control of
funding. Since the Japanese investor is providing financial benefits to the
other partner, they believe they had as good a potential as a coordinator as the
benefit-takers. They thought that U.S. developers would understand the
importance of long-term relationships in the same way as Japanese
businessmen do. Often the U.S. developers said that they did. In many cases,
Japanese investors thought that by giving financial benefits to their local
partners up front, they would establish a long-term relationship with them
and provide an incentive for them to work hard. But as we stated above in
the partner selection section, a huge disappointment is occurring for many
investors regarding partner relations. One U.S. developer said, "Giving
money to a developer is like giving candy to a child. They take it, and eat it."
The second method of effective coordination is to provide a full range
of real estate services based on know-how accumulated in Japan, thus
reducing the number of parties involved in the process. One executive said,
"Time consuming coordination caused by too much job differentiation
between advisors and consultants in the U.S. is a big obstacle for us and we
would like to avoid it." Response to our questionnaire shows that real estate
companies and construction companies are already engaged in a full range of
services from ownership to property management. Bacow pointed out one
of the benefits of vertical integration as follows: " The integrated firm realizes
scheduling and coordination economies by sequencing activities carefully." 17
The third way of coordination is an extension of the second; that is,
through the strong ties between Japanese corporations. They believe they are
very strong in coordinating co-investors, financing, construction, and
17Bacow, op. cit, 1990
tenants, especially those from Japan. For example, smooth negotiations with
financial institutions allowed them to provide necessary funding at the right
time.
5. Trouble Shooting
Trouble in real estate investments typically occurs in weak markets.
This is when the true strength of partnerships and negotiating skills are
tested. Again, unfortunately, our survey revealed that many Japanese
corporations have difficulties in dealing with their partners. More than 85%
of the respondents think "conflicts of interest with partners" is a serious or
potential problem. The most common form of joint venture for a Japanese
active investor is a general partnership. One consultant pointed out in his
article that, "The general partnership is a creature of common law and, as
such, is not really known or clearly understood in many foreign
jurisdictions."18 There are two ways to approach these problems, there is a
passive approach and an active approach.
a. Passive Approach
The passive approach is to endure the difficulties. With a
Confucianism background, the power of endurance under adverse conditions
is considered a virtue and it is also associated with corporate pride. Partially
because of this cultural value and partially because of financial strength,
Japanese investors are believed to have strong staying power. In the early
stages, most investors emphasize that they are long-term investors and that
they intend to hold the properties for the long-term. Also, many Japanese
18Bell, Robert, "The Real Estate Joint Venture and the Foreign Investor," Real Estate
Accounting and Taxation, Winter 1991.
companies are apt to avoid litigation for the same reasons. One executive of
a Japanese construction company said, "U.S. partners believe that Japanese
corporations have a tendency to avoid law suits. Also, they believe we have
deep pockets. Thus, they think they can extract unlimited amounts of money
from us if they keep pressing unreasonable demands." These two Japanese
characteristics allowed U.S. partners to gain the first-move advantage in
litigation or bankruptcy. In our questionnaire, 98% of the respondents think
that "U.S. firms' use of lawsuits/litigation" is a potential or serious problem.
The failure has been on the Japanese side, too. They should have known that
in the U.S., the use of litigation is a matter of common practice. One
executive said, "They (the partners) hide or run away in bankruptcy. To my
surprise, American society accepts this attitude." Many Japanese investors
are becoming aware that there are problems in the way they organized past
partnership agreements.
b. Active Approach
The active approach is to litigate or re-negotiate aggressively for fair
risk-sharing. This is a weak point with most Japanese investors. As
mentioned above, generally, litigation is the last resort for a Japanese
corporation. Many of them feel they are disadvantaged in the litigation
process because of language problems and public images. Differences in the
two countries legal systems is an another source of hesitance. Japan is a
country where statutory law dominates, while in the U.S. common law has a
stronger influence. This makes the results of law suits unpredictable and
scares many investors away from the use of litigation. The same things apply
to the negotiation process. Generally, Japanese are not good in negotiation.
One U.S. broker observed that "(Japanese investors) don't know how to act
differently with different people; to adapt different negotiating styles, etc.
They don't understand that there are times when hardball is appropriate."
C. Changing Strategies
Many active investors still have a strong desire to continue their
activities in the U.S. despite their problems. Many respondents indicated
disappointment in the European market and a recognition that the U.S. is
still the safest country for real estate investment. One executive with a real
estate company said, " The growth opportunity in Eastern Europe and
Southeast Asia is breathtaking and investment in those areas may increase.
However, for political stability, social infrastructure and legal safety, the first
place position of the U.S. won't change." One trading company executive
stressed that once they (Japanese investors) learn how to play in the (U.S.)
market, they will find it a very attractive investment opportunity. In the
above section, we identified the underlying issues that affected active
investors in the past. Currently, they are adjusting their approaches based on
their past experiences. We would like to summarize the emerging trends
based on the responses to our questionnaire and the interviews we
conducted.
1. Scope and Size of Real Estate Related Activities
Until recently, the focus of real estate investment has been on the
ownership or development of buildings. In our questionnaire, among
various real estate related activities, "outright ownership", "general
partnership", "limited partnership" and "development" are the areas where
most investors are already active and have increased their participation
significantly. In many cases, their financial strength has been used as a lever
to participate in partnerships.
One emerging trend is a reduction of "limited partnership" activity. In
the questionnaire, several companies expressed a desire to cease these
activities in the future. Some of this desire results from the dissolution of
existing joint ventures that were having problems. Apparently, some
companies with relatively long experience plan to increase their full-
ownership approach in the future. However, we received some counter
comments in our interviews. Some companies, especially companies with
small staffs, think that it's better to become a limited partner with a lot of
control rather than a general partner with seemingly unlimited financial
responsibilities but with limited control. Under current conditions, some
investors appreciate the protection of limited liability.
Another trend is an orientation toward fee based activities. Compared
with the traditional activities mentioned above, "consulting", "brokerage",
and "property management" are emerging as increasingly important areas,
especially for real estate companies and construction companies. This is due
to a greater awareness of the importance of the money-making side of the
investments after experiencing huge losses on the appreciation side.
In "consulting" and "brokerage", Japanese companies are targeting
relatively new, inexperienced foreign investors, chiefly from Japan and other
Asian countries. For example, trading companies and construction
companies often work together to organize small Japanese investor groups.
Also, many real estate companies are serving and representing Japanese
small investors using their renowned name in Japan. One of the largest deals
brokered by a Japanese company was the purchase of two suburban office
buildings in Irvine, California for $82 million in 1989. Mitsui Real Estate
Sales represented World Trade Center Building Group of Japan in the deal.19
In "property management", most investors hope to serve the
properties of other foreign investors as well as their own buildings. This
movement suggests that many investors have learned the importance of
good "property management" in attracting tenants. This requires a mentality-
shift from a landlord's market in Japan to a tenant's market in the U.S. One
real estate company executive thinks a competitive condition could develop
in the Japanese office market in the future. He believes that would create an
opportunity to use the property management know-how gained in the U.S.
As we stated previously, more future activity will be focused on cash-
generating activities. This is reflected in the responses we got regarding
investors' intentions to decrease, maintain or increase their current level of
activity in fee generating activities. The answers suggest that in the future,
more importance will be placed on fee revenues from real estate related
services. "Outright ownership", "general partner", "limited partner", and
"financing" show a reduction in expected future activity. On the other hand,
"consulting", "construction", "development", "brokerage", and "property
management" show an increase in expected future activity.
Also, investors are re-focusing on activities where their companies
have a competitive advantage. For example, construction companies expect
an increase in their "construction and engineering" business and real estate
companies expect an increase in "development" business.
2. New Approaches to Joint Venture Structuring
Since cooperation with U.S. experts in development is critical for
active investors, we discussed their future joint venture strategies with them
19Jutaku Shinpo Sha, "Fudosan Gyoukai Trend Data," pp29 7, December 1990.
in our interviews. The feedback can be categorized into 6 strategies which
are: 1) Downside Risk Sharing, 2) Dissolution Conditions, 3) Effective
Incentive Structure, 4) Accumulation of In-house Expertise, 5) Full
Ownership with a Fee Based Project Manager, and 6) Strategic Use of Mergers
& Acquisitions.
In one interview, however, a real estate company executive warned
against expecting too much from a new type of joint venture structure. He
said, "There are hundreds of ways to create joint venture agreements. Of
course, there's a better way to organize a joint venture. Still, unless you have
your own expertise and are prepared to buy out the others in a bad situation,
there isn't a significant meaning in these better agreements."
a. Downside Risk Sharing
In the past, many active investors entered into joint ventures with
financial responsibilities, but without substantial control over project
management. Typically, local partners only commit "sweat equity" and are
relieved of the responsibility for additional capital, if required. This inequality
in risk sharing allowed the local partners to act irresponsibly regarding project
delays, budgetary control, etc.
In the future, there won't be such easy money available to the U.S.
partners. One executive with a construction company said, "(Currently), we
ask the partner to commit their own money and share the risk. When
required, additional equity should be shared equally." Even though a typical
local partner doesn't have the capability of taking this responsibility,
Japanese investors think they will have better control of the project by having
this requirement.
b. Dissolution Conditions
The worst case is divorcing a partner. In the past, without prior
agreements on how this would be accomplished, it typically resulted in
litigation, involving the Japanese investors in a huge waste of time and
billings from legal firms. As mentioned earlier, Japanese companies have a
tendency to avoid legal suits if possible. They want to avoid unpredictable
liabilities. Because of this mentality, many investors have started to pre-
determine dissolution conditions and include them in their partnership
agreements. It not only clarifies the dissolution conditions, but also clarifies
the obligations each partner has to the other in such cases.
Examples of pre-determined dissolution conditions include: a "buy-
sell" agreement; putting a cap on additional equity; a "discretionary right of
refusal", under which the investor can obligate the local partner to purchase
their equity when they judge the project was not carried out in the way they
agreed; and to avoid legal struggles, some investors are considering
"Arbitration Clauses".
c. Effective Incentive Structure
As we pointed out earlier, many Japanese investors were too generous
in passing out the benefits of their own financial strength to their partners at
the very beginning of a project. They now understand that by giving large up-
front fees to their local partners, they are often required to provide additional
funding to keep them motivated. One solution to this problem is downside
risk sharing as described in paragraph 1 above. Another approach is to defer
the up-front fees. This can be accomplished using various methods.
Examples of some of these methods are as follows:
Performance-based incentive fee: This is the most common method.
Sometimes it takes the form of incremental dividends.
. Incremental capital contribution: By phasing the project in many
stages, investors put their capital over time.
- Use of a conversion option: At the beginning, provide the funding as a
lender, with an option to turn it into equity. If the project fails, the
local developer has to pay back the loan.
* Finder's fee for financing: When the Japanese investor is able to
obtain favorable financing, a portion of the benefits are reserved for the
investor as a "Finder's Fee."
d. Accumulation of In-house Expertise
Without an understanding of U.S. development procedures and
know-how, Japanese investors can't play a substantial role in project
management. The accumulation of in-house expertise has already begun for
those companies that entered the U.S. market earlier. For most of the rest,
however, developing ways to accomplish this is still an urgent agenda item.
One approach is to hold Japanese personnel with U.S. market
experience in the same position for longer than normal. Typically, large
Japanese corporations keep employees in the same position for three to five
years. But an increasing number of companies are extending the typical
rotation term to seven or eight years. Also, when transferred back to Japan,
many are assigned to the "overseas business division". This enhances the
parent company's effectiveness in supporting their overseas subsidiaries.
Another approach is to hire a strong native local staff. Many active
investors already have a significant number of native employees and
executives. For example, Sumitomo Realty California hired a locally well
known person as a senior vice president in 1974; he has been with the
company ever since. This is approach is explored further in our discussion of
localization strategy below.
e. Full Ownership with a Fee Based Project Manager
There are two types of Japanese full-ownership investors. The first type
is one who becomes a full owner as a result of their partner's financial
problems. In most cases, they buy out the partner and keep them as project
manager on fee basis.
The second type is one who uses a full-ownership strategy more
aggressively. This approach is limited to companies that have extensive
experience and substantial human resources. These are typically top ranked
development firms or construction companies. The Mitsui Fudosan case in
CHAPTER 8 demonstrates the successful application of this strategy. It should
be noted that Mitsui's approach hasn't always worked well in other cases. For
this strategy to be successful, the staff must have the talents and abilities
essential to exercising good judgment with respect to product, market and
timing. The company must also have a motivating compensation system and
communication skills that facilitate clear communication between Japanese
and native managers.
f. Strategic Use of Mergers & Acquisitions (M & A)
The short cut for a do-it-yourself approach is using M & A's
strategically. This is not uncommon in the construction field. Top Japanese
construction companies sometimes merge with small local companies upon
entering the local construction market. Because local developers are typically
small companies, an M & A strategy is applicable to a certain extent.
Through these mergers, Japanese investors can purchase potential projects
and local expertise. For example, Mitsui & Co, purchased the development
division of Bircher Pacific, a Southern Californian company. IDI, an
industrial development subsidiary of Kajima, acquired the assets of the
Atlanta industrial division of L.J. Hooker Development, a troubled
Australian company. The acquisition included 1,100 acres of land and 770,000
square feet of industrial buildings that were under construction at the time.2 0
Four former executives of L.J. Hooker were hired by IDI. A local paper
reported that "the deal is significant because it's not seen as the Japanese just
buying another building. They are putting their money in an American
company and their trust in American management."2 1 The well publicized
purchase, by Mitsubishi Estate, of a controlling interest in Rockefeller Group,
Inc., is also considered more than a mere purchase of real estate. The
property management know-how of Rockefeller Group, Inc., and many of its
related companies, such as Rockefeller development and Radio City Music
Hall, will contribute to Mitsubishi Real Estate's long-range business base.
In our interviews, many executives agree with the concept of M & As,
but doubt the effectiveness of these strategies. One executive said, "In the
U.S., it is easy to purchase a company. The difficulty is in managing it. We
are curious about the long-term consequence of these acquisitions."
3. New Approaches to Project Selection
Japanese investors are becoming very cautious in selecting new
projects. First, they are trying to establish their own local networks to gain
access to more informal information sources. One executive said, "We need
to establish our credibility and make contacts with key people in order to get
20Feinberg, Phyllis, "Institutions are Seeking U.S. Property Investments; Powerful, Wealthy
Foreigners Heating Up Competition," National Real Estate Investor, September 1989, pp51-5 2.
21Atlanta Business Chronicle, June 1989
closer to the sources of information." Needless to say, the market potential of
projects will be examined in more detail. Investors may still use feasibility
studies from brokers or consultants, but they will now rely more on their
own eyes to understand the potential. More importance will be given to
qualitative factors, such as location and design, than was the practice in the
past.
Also, great attention will be paid to the controllability of downside
risks. The project size or each phase of the project will become smaller.
In terms of property type, many investors are currently shifting to
residential development. Mr. Hartnet, an economist with Kenneth
Leventhal, said, "Risk is more controllable with residential developments.
They are more stable in demand, smaller in investment unit, easier in
phasing and adjusting to the market and quicker in recapturing the
investment."
In terms of monitoring, some developers think they have to focus on a
confined geographic region. One trading company executive said that he
only considers projects he can reach within a 2-hour flight. This way he can
have meetings on short notice. Also, many investors believe they are better
able to understand the regional market through strategic focusing.
4. New Approaches to Partner Selection
In most cases, an active investor's partners come with the project. In
these cases, they must evaluate the prospective partner as well as the project.
As we stated previously, Japanese active investors are becoming extremely
sensitive to down-side risk sharing. They will no longer infuse large
amounts of cash during the early phases of a project. Sometimes, U.S.
partners are required to contribute cash equity and their ability to do so is
important to investors. Additional criteria for evaluating potential partners
includes, "face-to-face communication", "business strength", and "shared
values".
To illustrate how selective Japanese investors have become, one
American consultant who helps local developers find Japanese investors,
said, "Finding a Japanese joint venture partner is like looking for a needle in
a haystack: it's there, but it's difficult to find."2 2
A majority of investors still believe that face-to-face meetings are
critical at all stages of development, from partner selection to project
management. More than 95% of the respondents to our questionnaire
believe this. This attitude doesn't change over time or by investor group. In
fact, compared to passive investors, active investors think it's even more
critical.
In our questionnaire, "preference for working with large famous
companies" showed a constant decrease over time. The trend is toward
placing more emphasis on the true quality and strength of the services local
partners can provide. Cultivating local information sources is a very
important way to determine the real strengths of a prospective partner. And,
conversely, having a strong local partner is the best way for a Japanese
investor to strengthen its access to the local network of services and
information.
Another criteria is shared values, especially with regard to quality,
honesty, investment objectives, and time horizons. For example, the main
reason Mitsui Fudosan selected Hines Interests as their project manager was
their similar corporate cultures; they each take pride in the quality of their
services, their products and their reputations.
22Paris, David, "Finding a Japanese Joint Venture Partner," Urban Land, September 1991.
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5. New Approaches to Project Control
In our interviews, the frustration of not being able to control their own
destiny was expressed again and again. The new approach can be
summarized in one word: "commitment." It includes the effective use of
local expertise, which can be attained through an effective incentive
structure, or by cultivating in-house expertise as stated above. What they
want is a balance of financial contribution and the power of control.
From an organizational view point, the establishment of divisional
responsibility is a departure from the vertical integration strategy of the past.
One manager with a construction company said, "Construction,
development, and financing, are in essence, different businesses and need
experts in each field. If one party handles them all, the tension between each
function gets reduced and there is no one to balance things objectively."
In our questionnaire, relatively few companies perceived that their
"time consuming consensus building" was an issue in their business.
However, we believe it is a much more serious issue than they think. Many
American managers feel that quicker decision making is required if Japanese
companies are to succeed in the U.S. market. One native manager with a
Japanese company said, "The biggest surprise for me, in working with a
Japanese corporation, was the long wait required while headquarters made a
decision. It's a frustrating procedure." Some other Japanese companies
solved this problem by hiring local managers who were accustomed to
providing a quick response. Mitsui Fudosan's case represents one of such
instance.
In essence, all the above points are deeply related to the degree of
independence of the local operations. This will be explored further in
paragraph 4 below.
6. New Approaches to Trouble Shooting
The best approach to trouble shooting is to take preventive measures
such as those described above: selecting right project; the right partner; setting
up an appropriate partnership agreement; and so on.
Even when all of the above measures fail to completely protect the
investors, they do leave them better prepared to go into a legal battle, just like
their U.S. counterparts. One executive said, "If required, we won't avoid
litigation in the future."
In 1991, Mitsubishi Trading used chapter 11 bankruptcy protection on the
Bonaventure Hotel project in Los Angeles. Even though they were not a
majority share holder, the hotel was widely perceived as a Mitsubishi
investment.2 3 One executive said that he expects to see more bankruptcy
cases involving Japanese investors. "Using chapter 11 is just one of many
strategies used to maintain control of the project. There is nothing
shameful," he said.
D. Localization Strategy
General theory on internationalization suggests that overseas
businesses become pretty much like local businesses after a certain period of
time. In the questionnaire, we tried to find out how this theory can be
interpreted with regard to Japanese investors.
1. Decision Making Authority
Currently, most important decisions are still being made at Japanese
23Nov./Dec. 1991 Gekkan kaigai Chuzai
headquarters. Regarding project selection, 12% of the respondents answered
"Basically Japanese headquarters decides", and 76% answered "Japanese
headquarters decides based on the subsidiary's recommendation". The same
pattern applies to financial decisions where the answers were 24% and 48%
respectively.
Over time, we find a gradual delegation of authority to the U.S.
subsidiaries, but at a relatively slow pace. On headquarters' side, there is a
reluctance to delegate because U.S. operations have been showing weak
performances. From the U.S. subsidiary's side, they feel handicapped by the
intervention from headquarters. They must move one step ahead to cut this
vicious cycle. Japanese investors hope the learning period is over. They have
paid a considerably high tuition price. The focus is moving quickly into
profit making, and local management hopes to reduce their dependence on
headquarters by re-investing these profits in the U.S. Only through this
process can they really become independent, but it will take a long time.
2. Localization of Management
In our questionnaire, around 30% of the respondents already have
local executives and more than 50% think it needs to be considered. Around
30% of the respondents have started to reduce their Japanese/native staff
ratio, and 30% think it needs to be considered. By industry group, real estate
companies and construction companies had a stronger response to realizing
the need for local staffs, as a result of their active commitment to the
development process. As for independence from parent companies, all
active participant groups are aware of this need; however, only 15% of the
respondents are able to apply it in practice.
With respect to out-sourced business, localization was considered
much more important than internal management concerns. More than 60%
of the respondents have already participated in JV's with local partners and
make use of local consultants, contractors, etc. An additional 25% recognize
the need. This strong concern was seen in all investor groups. The Japanese
Association of Real Estate Companies has published guidelines for foreign
direct investment in real estate. In their guidelines, they encourage the use of
local contractors and other firms to contribute to the regional economy.2 4 In
the questionnaire, only 25% have actually used local banks, though 45% think
they need to. Higher interest rates and severe credit analysis accounts for low
usage of local banks.
From the above observations, we can say that Japanese investors are
already well aware of the need for local expertise in order to succeed in their
investment activities. They are employing more local people internally and
making more use of local consultants, contractors, etc., externally. Avoiding
unnecessary local friction and establishing a good corporate image is also part
of their strategy. One executive said, "It's difficult to manage the local
professionals, but this is a good time to hire a local expert at a relatively cheap
price."
3. Establishing a Local Reputation (Corporate Citizenship)
Japanese investors are aware of the need to establish a good local
reputation but are generally weak in this area, especially in community
relations. Less than 10% of the respondents have specialists taking care of
community relations, and less than 40% think they need to. By investor
group, only real estate companies and trading companies feel strongly that
24 Japanese Association of Real Estate Companies, "Behavioral Guidance for Overseas Real
Estate Investment, February 1990.
they need community relations specialists. Providing information services to
citizen groups or opening corporate property to the public was also
considered unnecessary. The above results are partly due to the small size of
U.S. subsidiaries. Unlike manufacturing companies, U.S. subsidiaries in real
estate investment only have a limited number of people and thus can't afford
such specialists.
Nevertheless, recognition of the need to participate in local industry
associations, and make donations to local activities is high. More than 55% of
the respondents have already made donations and 50% have joined local
associations. Real estate companies and construction companies are the most
active participants in these fields. There are many examples: in 1989 Mr.
Komada, the president of Mitsui Fudosan (U.S.A.), organized a Japanese
organizations' branch of the United Way; Shimizu Corporation hosted the
Organizing Committee of the America's Cup by offering free office space;
Kumagai, Shimizu, Mitsui Fudosan and other companies are contributing to
public art through donations and contributions of public amenities using
local artists; and Kumagai, Sato Kogyo, and other construction companies are
interested in doing difficult renovation of historic buildings to buildup their
local reputation.
There was a comparatively high recognition of the need for future
implementation of "minority/handicapped employment", "contribution of
public amenities" and "volunteer activity participation". Although current
participation is low, more than 75% of the respondents think it's necessary to
do them in the future. One executive said in one of our interviews, "We will
consider these things after we make a profit in U.S. real estate development."
By investor type, trading companies already apply all three activities,
construction companies have applied minority employment and
contribution to public amenities and banks have applied minority
employment while all others still only think about them.
Japanese investors' recognition of, and their participation in, corporate
citizenship is generally weak. In order to succeed in the U.S. business
environment, they must learn to adopt the same attitudes toward localization
that Japanese manufacturers did when they started investing in the U.S.
market.
What's Beyond
In conclusion, our investigations revealed that active Japanese
investors are becoming more focused with regard to their range of activities
and geographic region. Also, there had been a trend toward cash-flow and
profit oriented businesses.
These movements, however, coincide exactly with the trend of U.S.
development firms, with a time lag of a year or two. For example, Trammell
Crow Company reorganized in early 1991 to reflect the shift from
development to asset management.2 5 Many U.S. developers are making the
same movement so as to establish a predictable earnings stream. Our
observations support the hypothesis presented by Bacow in 1990:, "The longer
foreign investors are present in the U.S., the more they tend to behave like
domestic investors." 26 After all, no company is still pursuing a highly
integrated strategy. The concern is more on risk control. In the past, many
U.S. developers pursued a highly integrated strategy but failed. There are
some national companies, but they generally restrict the range of their
activities. The Japanese investors who tried to implement their vertical
integration strategies are facing the same obstacles as local firms.
There are internal contradictions going on within the local subsidiaries
of Japanese investors. The more they are concerned about their competitive
strength in the development business, the smaller their activity scale
becomes. If they want to establish a reputation as a "good developer", then, as
recent entrants in the U.S. real estate industry, they should start with less
risky and smaller projects. Then there comes a basic question. Why invest
25Leinberger, Christopher B., "Becoming Evergreen," Urban Land, July 1991.
26Bacow, 1990., op.cit. pp21
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in U.S. real estate, if it's not very profitable and the projects don't enhance the
corporate image? They need to decide which position they will pursue in the
long run: "real estate investor" or "real estate developer". If their final
decision is to take an active position as a developer in the U.S., then they
must build a consensus around this objective within the parent company.
They must be prepared to commit their support for the long-term and take
the risk that all of these efforts may not pay off in the end.
One executive of a trading company warns, "Foreign real estate
investors are using a portion of another country's sovereign territory to
which some members of the local community feel they have proprietary
rights. No matter how much we become "like" an American company, we
must never forget that we will never "be" an American company. We should
be prepared to accept the disadvantages created by this aspect of being a
foreign player in the real estate business. We are foreigners penetrating a
different culture. Japanese investors must respect local customs more than
local companies do."
PART THREE
ANALYSIS:
QUESTIONNAIRE & CASE STUDIES
Questionnaire
A. Methodology
The primary basis and launching point for our analyses in this chapter
was a survey questionnaire sent to approximately 70 Japanese real estate
investment and related professional companies. For reference purposes, we
have provided the original questionnaire in both English (APPENDIX I) and
Japanese (APPENDIX II), a list of companies queried and a breakdown of the
number of companies responded in each investor group (APPENDIX III).
Our target group was Japanese companies known for or suspected of
international investment in real estate. After a preliminary telephone survey
to explain our purpose and to ask for cooperation, questionnaires were sent
primarily to managers and/or executives of domestic U.S. subsidiaries of
Japanese companies. Additional questionnaires were sent to the Japanese
corporate headquarters of U.S. subsidiaries on referral by managers or
executives. Respondents were assured of confidentiality. Over a two month
period from February 1st through the end of March, 1992, 39 comprehensive
and detailed replies were received. This allowed us to make consistent
comparisons across industry types and length of time in the U.S. Many firms
took the time to add qualifying comments, personal reflections and ideas
about the future. Please see APPENDIX VI for a summary of key respondent
analyses.
Each question in our survey was formulated with a focus on Japanese
investor practices and their behavior patterns. In many questions, we asked
for a degree of commitment or concern using a scale ( -, 0, + or 1, 2, 3 etc.)
and analyzed them using weighted averages for reporting purposes. We have
CH APT ER 7
provided the raw survey data in APPENDIX IV.
The majority of these companies fall into one of the following five
categories of investor types.
(1) Real Estate Companies
(2) Construction Companies
(3) Trading Companies
(4) Life Insurance Companies
(5) Trust banks, long term banks and other financial institutions
Some of the replies from banks focused on their customers' activities
rather than on their own. Although this may make our samples less
statistically reliable, we have used all of the answers as they were given to us.
We also divided the companies into two groups, based on their length of time
in the U.S.market. The early group is made up of companies which entered
the U.S. real estate market before 1984; the later group is comprised of
companies which entered the market during or after 1984. The entry year was
determined using the year they established subsidiary companies that
specialized in real estate investment activities in the U.S. The exceptions to
this are the trading companies and banks which conduct their real estate
activities through their main business subsidiaries which were established for
different purposes, so their year of entry couldn't be identified by definition.
Thus, we decided to exclude them from the entry group comparative
analyses.
B. Scope of Real Estate Related Activities
Activity Range
Number of the companies
0 5 10 15 20
N=39
25 30
Ownership
General partner
Limited Partner
Financing
Consulting
Construction
Development
Brokerage
Property Mgt.
3 years ago 0 Current M Future
Figure III-1
Until recently, the focus of real estate investment has been on
ownership or the development of buildings. Among the various real estate
related activities, outright ownership, general partnership, limited
partnership and development are the areas where most investors are already
active and have increased their participation significantly over the past 3
years. Also, in addition to banks, a number of real estate companies and
construction companies have been engaged in financing activities, which
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suggests that their financial strength has been used as a lever to participate in
the partnerships. However, several companies expressed their desire to cease
involvement in joint ventures in the future. Some of that desire has
resulted from the dissolution of existing joint ventures which are having
trouble under the current difficult market conditions. Compared with the
traditional activities mentioned above, consulting, brokerage, and property
management are emerging as increasingly important areas.
The following figure shows the relationship between industry groups
and their range of activities. Construction companies and real estate
companies are the most active full range investor groups. Compared with
them, life insurance companies are clearly passive investors with their main
focus being ownership of properties.
Scope of activities by investor group
Real Estate Constructio Trading Insurance Banking
Outriht ownershi
General Partner
Limidted Partner
Financing88:==
Consulting
Construction
Develomnent
Brokerag e.....
Porperty Management
very active fi|||i||active jj|some activity
Figure III-2
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Figure 111-3 shows the relationship between the length of time each
company has been active and their range of activity. As is shown in the graph,
both are quite active in outright ownership, general partnership, limited
partnership and development. The early group is more active as general
partners and in development, while the later group is comparatively active in
financing activity.
Scope of activity by entry group
Established before Established in &
1984 after 1984
Outright ownership
General Partner
Limited Partner
Financing
Consulting
Construction
Develoment
Brokerage
Porperty Management
Very active Active
Some activity Slightly
Figure III-3
Relatively active
No activity
C. Expected Future Activity Scale
As for the activities answered as "currently active", plans for future
activity were asked using the following scale; " -- - 0 + ++ ". Each answer
was assigned a score of "-2 -1 0 1 2" respectively. "-2" represents the
strongest reduction in planned activity and "2" represents the strongest
increase. Weighted averages were calculated for each activity for all groups in
total.
Future size of the current activities
Weighted average of the score marked
-1.4 -1.2 -1 -0.8 -0.6 -0.4 -0.2 0 0.2 0.4 0.6 0.8 1 1.2 1.4
Ownership
General partner
Limited Partner
Financing
Consulting
Construction
Development
Brokerage
Property Mgt.
Figure 111-4
The first trend shown by the figure is a shift in the focus of activities.
Past strategy was based on the expected return from the long term
appreciation of the property that would be captured by owning the real estate.
However, the questionnaire results suggest that in the future, more
importance will be placed on real estate related services that will enable them
to generate constant cash flow through fee revenue. More specifically,
outright ownership, general partner, limited partner, and financing show a
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reduction in expected future activity, as opposed to consulting, construction,
development, brokerage, and property management all of which show an
increase in expected future activity.
Future size of current activities
Real Estate Construction Trading Insurance Banking
Ownership
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D. Investment Objectives
The importance of various objectives was asked using a scale of " ++ +
0 ". Each answer was assigned a score of " 2 1 0 " respectively. "2" represents
very important and "0" represents minor importance. Figure shows the
importance of investment objectives.
Objectives for investment
Weighted average of score marked
0 0.2 0.4 0.6 0.8 1 1.2 1.4 1.6
Internationalizaion
of parent company
Japanese custimers'
requirement
Enlarge the profit
base of main business
Diversification of
business
Diversification of
investment portfolio
Learn advanced
know-how
Learn advanced
development concept
Enhance image of
parent company
Figure 111-6
Generally, "internationalization strategy of the parent company" and
"Enlargement of the profit base" were the most significant objectives among
most of the investors. Compared with the huge activity range of the parent
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corporations, investment in U.S. real estate seerns to be considered a
relatively minor area.
Objectves for investment
Real Estate Construction Trading Insurance Banking
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trading companies place relatively minor importance on most of the
investment objectives.
E. Influences of the Macro Investment Environment On Various Activities
The respondents were asked to indicate the
following changes in the macro environment
estate activities by using a " - 0 + " scale.
1. Declining real estate market in the U.S.
magnitude of impact of the
on their current U.S. real
Influence of the declining real estate market in the U.S.
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Figure 111-8
Our results show that the declining real estate market in the U.S. has
the biggest influence of all macro environmental factors. As for activity types,
more than 90% of respondents reported negative impact on outright
ownership, financing and development, while 80% of respondents reported
general partner and brokerage as negatively affected.
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2. Tighter monetary control and a slow down of the Japanese economy
Influence of tighter money control and the slow down of
the Japanese economy
Ownership
General Partner
Limited Partner +
Financing
Consulting O 0
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Development -
Brokerage
Property Mgt.
0% 20% 40% 60% 80% 100%
Figure 111-9
The influence of tighter monetary control and a slow down of the
Japanese economy showed the second largest impact on investors' activities.
Brokerage shows a 100% negative influence, and outright ownership and
financing show more than a 80% negative influence. This indicates that the
Japanese tight money policy has directly affected investment activities,
though it has not directly controlled the purchase or financing of overseas
real estate. Life insurance companies check "0" more than other investor
types, probably because they have direct internal sources of funds and are not
so affected by monetary control.
3. Performance of the Japanese parent company
Influence of the Japanese parent company's performance
Ownership
General Partner
Limited Partner
Financing
Consulting 0
Construction
Development
Brokerage
Property Mgt.
0% 20% 40% 60% 80% 100%
Figure III-10
The influence of the Japanese parent companies' performance is quite
similar to the influence of money control and the slow down of the Japanese
economy, as the parent companies' performance is directly linked to the
underlying Japanese economy. However, more companies checked "0" here.
This can be interpreted as a result of the long-term perspective of Japanese
companies. For most Japanese companies, a one time decline in performance
does not affect their long-term strategic attitudes. Also, there is some
disparity between investor types on this question. Construction companies
and life insurance companies tended to check "0" here, as their parent
companies' basic performance is not influenced much by U.S. real estate
investment as a whole.
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4. Growing investment opportunities in other parts of the world (Europe,
Australia, etc.)
Influence of growing investment opportunities in other
world markets
Ownership
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Figure III-11
Of Japanese investors overall, over 50% checked "0". Although a lot of
investors admit that Europe will be a good investment location from now on,
they are still anxious about the instability of the market and continue to
believe that the U.S. is a safer market. One executive mentioned, "If the
European real estate market were growing, the U.S. market might be
influenced. But a recession is prevailing in Europe too. Also, it is not easy to
refocus a portfolio from the U.S. to Europe. However, in the long run,
investment in Europe will be increased." There is little disparity between
investor types or investment activities.
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E. Information Source
In this question, we asked how Japanese investors obtain access to
critical business information at the local level in the U.S.. They were asked
to check the top 5 and to star the most important source. Our objective was to
find the key information sources used by Japanese investors.
1. Information about general U.S. market condition
The following figure 111-12 and figure 111-13 show the most important
market information by investor group and by entry group.
Most important market information source
Number of companies
0 1 2 3 4 5 6
U.S. Consultant
U.S. Broker
Inhouse
U.S. Developer
Accounting/Law IJV partner
Japanese Bank
U.S. Bank
Japanese Trading
U.S. Academic Inst.
U.S. Inividual
N Real Estate 0 Construction M Trading U Insurance E Bank
Figure 111-12
Among 22 potential sources of information excluding inhouse ( 10
Japanese, 12 U.S.), only 2 Japanese sources were selected, while 8 U.S. sources
were selected. The ratio of U.S./Japanese is close to 80%. It appears that
Japanese investors depend primarily on U.S. sources for local information.
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The most important information sources about general market conditions
are U.S. consultants and U.S. brokers. U.S. consultants are preferred by
passive investors such as life insurance companies and banks, while U.S.
brokers are preferred by more active participants such as real estate companies
and construction companies.
Most important market information source by entry group
Number of cpmpanies
0 1 2 3 4 5 6
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Figure 111-13
It is very clear that the early group used U.S. brokers as their most
important information source, while the later group considered it not so
important. It also shows that the early group was committed to brokers and
used fewer sources than the later group.
The following figure 111-14 and figure 111-15 show the top 5 market
information by investor group and by entry group.
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Top 5 market information sources
Number of companies
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Figure 111-14
In ranking the top 5 sources of market information, U.S. developer
gained the top position by being selected by more than 60% of the
respondents, followed by U.S. brokers, U.S. consultants, and Japanese banks.
Although there is not so much difference among the investor types, Japanese
banks are the one exception. Construction companies use Japanese banks
much more than the others. U.S. JV partners are used mainly by real estate
companies and construction companies, both of which are recognized as
active development participants. The U.S./Japanese ratio is 70% in this
question.
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Top 5 market information sources by entry group
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Figure 111-15
As for the difference between the early group and the later group, we
can point out that the early group uses U.S. brokers more frequently than the
later group, while the later group uses Japanese banks more frequently than
the early group. Both groups use U.S. developers and U.S. consultants
equally. We can say that the later group was driven more by Japanese banks
to invest in the U.S. market in late 1980's and did not have direct access to
U.S. brokers.
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2. Information about specific projects or investment opportunities
The following figure 111-16 and Figure 111-16 show the most important
project information by investor group and by entry group.
Most important project information source
Number of companies
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Japanese Trading
0 Real Estate 0 Construction Trading U Insurance Bank
Figure 111-16
The top project information sources are much more concentrated in
narrow areas (8 sources) compared to market information sources (11
sources). The U.S./Japanese ratio is about 70%. Real estate companies rely on
U.S. brokers and JV partners. This shows the deep connection between the
real estate companies and U.S. brokers or JV partner in the development
process. Trading companies rely on in-house information, because they have
an established network within the U.S. business community through their
main trading business. Life insurance companies rely on U.S. consultants.
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Most important project information source by entry group
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Figure 111-17
It is very clear that the early entry group is more reliant on U.S. brokers
and U.S. joint venture partners, which suggests that they are more active
investors. Compared with the early group, the later group cited many sources
and has not yet decided which sources are of most value to them.
The following figure 111-18 and figure 111-19 show the top 5 project
information by investor group and by entry group.
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Top 5 project information sources
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Figure 111-18
Comparing the top 5 market information sources, we can also see
more concentrated answers. More than half of the respondents included U.S.
brokers, U.S. developers and U.S. consultants in their answers. The
U.S./Japanese ratio is 70%.
In terms of the top 5 information sources about specific projects or
investment opportunities, there is little disparity between investor types.
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Figure 111-19
As for the difference between the early group and the later group, there
is not so clear a disparity as in the top information sources. However, we can
point out that the early group uses U.S. brokers, developers and consultants
more frequently than the later group, while the later group uses Japanese
bank more frequently than the early group. Both groups use U.S. developer
and U.S. consultant equally.
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G. Financial Arrangements
1. General financing
This question was designed to help us determine how Japanese
investors have been structuring the financing of their real estate investments
in the United States. We asked about three elements of financing;
(1) To invest Yen overseas or to raise funds locally in dollars ?
(2) To raise funds through Japanese or U.S. financial institutions?
(3) Project-based-financing (non-recourse) or corporate-based financing
(recourse)?
Figure 111-20
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As shown in the figure 111-20, with the exception of medium- to
small-sized real estate companies, almost all respondents use dollar-based
funding in order to avoid exchange rate risks.
Most of the respondents use Japanese banks rather than U.S. banks.
Some trading companies are the exception. We speculate that trading
companies already have close relationships with U.S. banks because their
main businesses have been established in the U.S. for several years.
In terms of a distinction between project finance (non-recourse) and
corporate finance (recourse), we did not find a difference. Some interviews
revealed that Japanese companies are now trying to shift from corporate
finance to project finance. However, in most cases, banks usually request the
parent companies' letter of intent or something "very close to a guarantee",
even in project finance. Therefore, we found that real project finance is still
quite difficult for Japanese investors.
(2) Securitization
Figure 111-21 shows the number of companies which have executed or
plan to refinance through securitization of their real estate property in the
U.S.
We found that only 11 companies have raised money from small
corporate or individual investors in Japan through securitization of property.
Six (6) of the 11 are real estate companies. It was interesting to note that more
than half of each investor group is interested in securitization with the
exception of construction companies which have almost no interest in it.
Additional interviews revealed that some interested companies actually
delayed their plans for selling property through securitization when the
economy turned bad.
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Figure 111-21
H. Decision Making Authority
We are interested in the role of and the relationship between U.S.
subsidiaries and their Japanese headquarters in building consensus and
deciding critical issues. This question was designed to find out who has the
principal responsibility in each area of the decision making process, both in
project selection and financing. Answer choices are;
(1) Basically headquarters decides in Japan.
(2) Headquarters decides based on recommendation by U.S. subsidiary.
(3) Under given guidelines or up to a certain amount, U.S. subsidiary
has the authority to decide.
(4) Basically, the U.S. subsidiary decides.
(5) Case by case.
Analyses were made using comparisons by history, by investor group, and by
entry group.
110
1. Project selection
As is shown in figure 111-22 ~ figure 111-24, most respondents report that
the authority for project selection still remains at Japanese headquarters. It is
typically based on a recommendation or request by the U.S. subsidiaries which
may also do the analyses in the U.S. However, history reveals that authority
is moving from Japanese headquarters to the U.S. subsidiaries. Three (3) years
ago, 12 companies depended on headquarters for project selection analysis,
but 3 years from now, only 5 companies still expect to remain in that position.
Three (3) years ago, only one company gave this authority to their U.S.
subsidiary, but in 3 years from now, 4 companies expect to do so.
There is not so much difference among investor types. By entry group,
also, disparity is small, but it may be said that authority is given more
frequently to the U.S. subsidiaries of the later group rather than of the early
group.
Authority-Project Selection
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Figure 111-22
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Figure 111-23
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Figure 111-24
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2. Financing
More companies still retain sole authority for financing decisions in
their Japanese headquarters compared to project selection as is shown in
figure 111-25 - figure 111-27. However, the same trend of transition from
Japanese headquarters to the U.S. subsidiary can be seen here also, although
the change is less rapid than for project selection. Three (3) years ago 13
companies depended on headquarters for financing decisions, and 3 years
from now 6 companies still expect to retain that position. Four (4) companies
had given this authority to their U.S. subsidiary 3 years ago, and 3 years from
now, 6 companies intend to do so. There are some differences seen
among each investor type. Life insurance companies and banks, which are
more passive investors than the others, retained authority in Japan, while the
other active investor types gave the authority to their U.S. subsidiaries. By
entry group, we may say that the later group has given authority to their U.S.
subsidiaries more often than the early group.
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Figure 111-25
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Figure 111-26
Figure 111-27
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I. Issues Around Japanese Real Estate Investment
This question is designed to determine areas of concern Japanese
investors have about their current or future business plans for real estate
investment. Results were analyzed both by overall percentage and by
investor group with their prevalent answer below in figure 111-28 and in
figure 111-29.
Potential problem issues and degree of concern
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Figure 111-28
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1. The most problematic issues
Four issues proved to be the most problematic of all.
a. High volatility of U.S. real Estate market
80% of the all respondents considered it a serious problem, while more
than 95% gave it a high degree of concern. By investor type, all participants,
except life insurance companies, thought it a serious problem. Life
insurancecompanies usually see U.S. real estate as one of their methods of
portfolio diversification. Compared to others, they are not so much
influenced by this volatility, as they can hedge their risks with other
investment vehicles.
b. Conflict of interests with local partner or consultants
More than 45% respondents consider it a serious problem and 85% list
it as a problem. Some executives believe that although it is natural to have
some conflict of interest with a partner, maintaining good relationships is
part of good management and therefore this should not be a major problem.
As for investor type, respondents from banks didn't see this as a significant
problem at all.
c. Different perspective from local partner (typically, in time-horizon and
objectives)
Around 35% respondents considered it a serious problem and around
85% believe it is a problem. As for investor type, life insurance companies
considered it a serious problem, while banks did not consider it to be a
problem. The other three groups considered it a possible problem. Japanese
life insurance companies' rather long-term investment perspective proved
to create difficulties when dealing with short-term oriented U.S. firms.
d. U.S. firms' readiness to sue, litigate or file bankruptcy
Around 45% of respondents found it to be a serious problem and more
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than 95% considered it a problem. The participants which most experienced
this as a problem were real estate companies and construction companies.
2. The least problematic issues
The next four questions proved to be the least problematic issues of all.
a. Conflict between local employees and management due to the Japanese way
of management
Only 10% of respondents find this a serious problem. It was cited the
second least frequently of all problems. Half of the respondents thinks it is
not a problem. By industry group, construction companies and life
insurance companies are least likely to find it a problem.
b. Relatively time-consuming decision making system based on consensus
building
Only 25% respondents found it a serious problem. Nearly half of the
respondents think it is no problem. Interestingly, trading companies did
consider it a serious problem, while construction companies consider it a
possible problem, and real estate companies and two passive investors
(insurance and banks) consider it not a problem. Compared to simple
objective oriented investors, trading companies have to consider multiple
factors to build internal consensus.
c. Misunderstanding in contract documentation or negotiation
Those who considered this a possible or serious problem comprised
nearly 60% overall. Construction companies, life insurance companies and
banks particularly find it a possible problem, though real estate companies
and trading companies think it no problem.
d. Difficulties in dealing with local firms and customers
No one considers it a serious problem, even though 50% of the
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respondents thinks it a possible problem. It was cited least among
respondents as a problem. We assume that they have become accustomed
to local firms intentionally, so they feel in some sense that they have
overcome this difficulty.
3. Moderate issues
The last four questions are in between: moderate issues.
a. Cultural friction due to the over presence of Japanese investment
Overall, 70% consider this as problem. By investor group, real estate
companies, trading companies, and life insurance companies consider it a
possible problem.
b. Resentment by local residents due to the upsurge and unaffordability of
local residential property
25% of respondents consider it a serious problem; 35% consider it a
possible problem. Trading companies took it most seriously, while the
others think it no problem or only a possible problem.
c. Negotiation with local community in development or acquisition
procedure
30% of respondents consider it a serious problem, while 25% consider it
a possible problem, and the others consider it no problem. Trading
companies took most it seriously, indicating that trading companies are
more afraid of local resistance because their main business is associated with
international trade friction.
d. Negotiation with local government in development procedure
35% of respondents consider it a serious problem. By investor group,
construction companies who have deep involvement in the construction
process, and trading companies mentioned above take it most seriously.
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J. Usage of Profit
In this question, we asked the most likely usage of the profit generated
in the U.S. when real estate business progresses. Answers were selected from:
(1) Repatriate to the parent corporation in Japan and decide the usage
in the context of overall group strategy
(2) Retained within the U.S. subsidiaries and reinvest in the U.S.
(3) Combination of (1) and (2)
(4) Cannot answer
Usage of profits
Number of companies
0 5 10 15 20
Repariate to the
parent company
Reinvest in the U.S.
Mixture of both
U Real Estate 0 Construction M Trading U Insurance 9 Bank
Figure 111-30
We found that almost all companies retain money in the U.S., to
reinvest in their U.S. businesses. Around half of them intend to retain all
their money in the U.S. Very few respondents intend to repatriate all their
money to the parent corporation in Japan. One reason is that Japanese
companies are now trying to become more integrated into the local
community. Another reason is tax regulations that provide incentives to
keep money in the U.S. rather sending it back to Japan.
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K. Trend of Investment Patterns
With this question, we intended to find out how some of the
stereotypical images of Japanese investors really fit each investors' behavior.
18 stereotypical images regarding Japanese real estate investment patterns
were chosen for self-evaluation. There were four possible answers: "Strongly
applies", "Partially applies", "Does not apply", and "Don't know". To track
changes in behavior from the past into the near future, we asked them to
answer each question separately for the past, the present and the future.
The following figure 111-31~ figure 111-48 shows the trend of each
investment pattern and figure 111-49 shows investment patterns by industry
group.
Concentration in several metropolitan areas
0% 20% 40% 60% 80% 100% 0 Don't know
3 years ago ONot applicable
Current M Applies partially
3years later Applies strongly
Figure 111-31
Investing where other Japanese businesses are locating
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Figure 111-32
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Preference for downtown vs. suburbs
0% 20% 40% 60% 80% 100% El Don't know
3 years ago 0 Not applicable
Current EApplies partially
3years later U Applies strongly
Figure 111-33
Preference for landmark properties
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Figure 111-34
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Figure 111-35
Preference for land and residential
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Figure 111-36
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Emphasis on existing properties
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Figure 111-37
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Figure 111-39
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Figure III-40
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Figure 111-41
Would not sell acquired property easily
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Figure 111-42
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Figure 111-43
Small attention paid to community groups
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Figure 111-44
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Tendency to work with famous big partner
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Figure 111-45
Japanese investors have a herd mentality
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Figure 111-46
Reluctant to pay fee or other soft costs
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Figure 111-47
Face to face meetings are critical
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Figure 111-48
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1. The most applied investment patterns
The five stereotypical patterns that applied the most are as follows:
a. Face to face meetings are critical in doing business with Japanese investors
More than 90% of the respondents think it applies, and more than a
half think it applies strongly. In the transition from the past to future, this
attitude doesn't change. By investor group, three major active participants
(real estate companies, construction companies, and trading companies)
think it applies strongly, and the other two (life insurance companies and
banks) think it applies partially.
b. Geographical concentration in several metropolitan areas
Around 90% of the respondents think it applies, and 50% of
respondents think it applies strongly. Although the transition from 3 years
ago to 3 years from now shows a decreasing number of "strongly applies",
the number of " partially applies" increases. These two changes offset each
other such that the total number of "it applies" doesn't change much. By
investor type, two passive investors (life insurance companies and banks)
think it applies strongly and the others think it applies partially.
c. Take too much time in decision making, or slow response to offered
opportunities
80% of the respondents think it applies, and around 40% of
respondents think it applies strongly. During the transition from the past to
future, this attitude doesn't change much. Construction companies, trading
companies and banks think it applies strongly and the others think it
applies partially.
d. Long-term conservative investors
Around 80% of the respondents think it applies, but only 30% of the
respondents think it applies strongly. Although the transition from 3 years
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ago to 3 years from now shows a decreasing number of "strongly applies",
the number of " partially applies" increases such that the total number of "it
applies" doesn't change very much. By investor type, life insurance
companies and construction companies think it applies strongly and the
others think it applies partially.
e. In JV's, Japanese investors try to participate in every aspect of the project to
accumulate U.S. development know-how.
Around 80% of the respondents think it applies, with around 30% of
them saying it applies strongly. Although the transition from 3 years ago to
3 years later of "partially applies" shows a decrease, the number of "
strongly applies" doesn't change much. By investor group, real estate
companies think it strongly applies, while the other four participants think
it applies partially.
2. the least applied investment patterns
We also identified 4 patterns that clearly don't apply in their self-
evaluation:
a. Too aggressive a bidder in purchasing property
Currently less than 25% of investors think it partially applies and
nobody thinks it applies strongly, although 18% think it applied strongly 3
years ago. The number who think it applies partially in the future dropped
to 10%. By investor type, only construction companies think it applies
partially, while the others think it does not apply.
b. Short-term cashflow is not so important
Around 40% of the respondents think it applies partially and only one
respondent thinks it applies strongly. There is a large swing from the past
to the future. More than 40% think it "applies" to the past while only 15%
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think it applies to the future. By investor type, only construction companies
think it applies partially, while the others think it does not apply.
c. Strong tendency to work with a well-known big partner or consultant
Currently about 25% of investors think it partially applies and only 5%
thinks it applies strongly, although 15% of investors think it applied
strongly 3 years ago. Also, in the future nobody thinks it applies strongly,
while 30% think it applies partially. By investor type, there is some
disparity. The two passive investors think it applies strongly, while
construction companies and trading companies think it applies partially and
real estate companies think it doesn't apply.
d. Emphasis on existing property
Around 35% of the respondents think it applies partially and only one
respondent thinks it applies strongly. There is a decline in the number of
"applies" from more than 40% in the past to around 30% in the future. By
investor type, only the two passive investors think it applies partially, while
the others think it doesn't apply.
3. Unchanged investment patterns
Two investment patterns show no change from the past to the future.
a. Strong preference for landmark properties
Around 40% of the respondents think it applies partially and 15%
think it applies strongly. By investor type, life insurance companies think it
applies strongly, trading companies and banks think it applies partially,
while the others think it doesn't apply.
b. Strong preference for land and residential properties
Around 40% of the respondents think it applies partially and 10%
think it applies strongly. By investor type, trading companies, real estate
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companies and bank think it applies partially, while the others think it
doesn't apply.
4. The investment patterns which show large disparity among investor types
We isolated some investment patterns that show interesting trends or
a large disparity between investor types.
a. Reluctant to pay fee or other soft costs
There is an increasing trend in " applies partially", while the numbers
for "apply strongly" stays the same. By investor type, there is a large
disparity. Trading companies and life insurance companies think it applies
strongly while the other three think it doesn't apply at all.
b. Strong preference for office and resort properties
"Applies" decreased drastically from about 80% to 60%, and, at the
same time, "strongly applies" decreased from 30% to 10%. But the life
insurance companies still think it applies strongly.
c. Investing where other Japanese businesses are locating
Around 55% of the respondents think it applies, and 30% think it
applies strongly. Although the transition from the past to the future shows
a decreasing number of "strongly applies," the number of " partially
applies" increases so that the total number of "it applies" doesn't change
much. By investor type, construction companies think it applies strongly,
trading companies think it doesn't apply and the others think it applies
partially.
d. Strong preference for downtown versus suburban
Overall, "apply" stays around 60%. By investor type, life insurance
companies think it applies strongly, trading companies, real estate
companies and bank think it doesn't apply and construction companies
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think it applies partially.
e. Would not sell acquired property easily
A steep decline from 60% to 25% can be seen in overall "applies." By
investor type, life insurance companies think it applies strongly, trading
companies think it applies partially and the others think it doesn't apply
f. Japanese investors have a herd mentality
Although a decreasing trend can be seen in "applies," all participants,
except real estate companies, think it still applies.
L. Localization strategy
General theory on internationalization suggests that overseas
businesses become pretty much like local businesses after a certain period. In
this question, we tried to find out how this theory can be interpreted for
foreign real estate investment activities. Japanese investors were asked about
their attitudes toward each of the localization strategies from three answer
choices: "applied or considered", "will consider", "not necessary".
1. localization of Management
a. Have local employee as a member of management board
b. Decrease the Japanese staff ratio
c. Establish self-supporting management system in terms of financing and
decision making
30% of the respondents already have local executives, and more than
50% think they need to consider it. By industry group, banks have already
applied this strategy while the other four think they need to consider it.
Around 30% of the respondents have already reduced their Japanese
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staff ratio, and 30% think they need to consider it. By industry group, real
estate companies and construction companies have already done so.
As for independent operation, only 15% of respondents have done so,
though all participants except banks are thinking about the need to do so.
2. Localization of Business
a. Use Joint Venture with local partner
b. Use local consultants, contractors, etc.
c. Use local bank
There was much more concern for these strategies than for those
concerning management or corporate citizenship. 65% of the respondents
have already participated in JV's with a local partner and make use of local
consultants, contractors, etc. An additional 20% admitted a need to do so.
This strong concern was seen in all investor groups. Only 25% have
actually used a local bank, though 65% think they need to. Construction
companies and trading companies have already applied these strategies.
3. Corporate Citizenship
a. Advertising through the local media
b. Membership in the local chamber of commerce, industry associations, etc.
c. Make information services available to local citizens or students
d. Have an in-house person in charge of community relations
e. Use a community relations consultant
f. Make financial contributions to local activities
g. Encourage employee participation in volunteer activities
h. Employe minority or handicapped people
i. Contribute to public amenities
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j. Have a portion of corporate property open to public use.
Japanese investors are generally weak here, especially in (d) and (e),
community relations. Only 10% of the respondents are really concerned
and less than 40% think it's needed. By investor group, only real estate
companies think both (d) and (e) are important and trading companies
believe in internal specialists. All others think it's not necessary. The
strategies considered the least necessary were (c) information services.
On the other hand, recognition or application is high for (b)
participation in local industry associations and (f) donations for local
activities. More than 55% of the respondents have already had experience
in making donations, and around 50% have joined local associations. By
investor type, the three active investor types have already applied a
donation strategy while the two passive investor types just think about it.
Real estate companies and construction companies have joined local
associations while life insurance companies and banks think about it and
trading companies think it's unnecessary.
There is a comparatively high recognition of the need for future
implementation of (h) minority/handicapped employment, (i)
contributions to public amenities and (g) volunteer activity participation.
Although current application is still low, more than 75% of the respondents
think these strategies are necessary for the future. One executive told us,
"We will consider these things after we make a profit in U.S. real estate
development." By investor type, trading companies have already applied
all three of these strategies, construction companies have applied minority
employment and contributions to public amenities, and banks applied
minority employment, while all others only consider them.
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Localization Strategy
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M. Findings
1. Outright ownership and participation in JV's as a general partner are the
preferred investment methods.
2. Real Estate companies, construction companies, and trading companies
participate in the development process and are characterized as active,
full-range investor types. Life insurance companies are rather passive and
generally only invest in existing properties. Banks are also considered
passive because they limit themselves to investing through indirect
financing activities or their customers' activities.
3. In the future, more importance will be placed on fee-based services such
as consulting, property management and brokerage. JV's, both as a general
partner and as a limited partner, will be reduced.
4. The Japanese investors' main objective is to enlarge the profit base of the
parent company as part of its internationalization strategy.
5. Active companies place significant importance on learning the advanced
concepts of U.S. real estate development.
6. The market decline and the unavailability of funds in both the U.S. and
Japan has a negative effect on investment activities. However Japanese
investors still hold the belief that "The U.S. is the most stable market in
the world".
7. As important information sources, investors use U.S. brokers, developers,
consultants and Japanese banks. Active and early-entry investors rely on
U.S. brokers a great deal, while the later-entry group uses Japanese banks
more. They place less importance on national big-name U.S. companies.
8. Many investors are afraid their U.S. partners will use litigation or file
bankruptcy when the project turns sour. Also, differing time horizons
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and possible resulting conflicts are a great concern. They don't feel there is
a problem with the Japanese management style and their time-consuming
decision making process being applied in U.S. the environment.
9. All Japanese investors think face-to-face meetings are critical and that
this won't change.
10. Geographic concentration was strongly practiced by passive investors,
and most investors currently think some concentration is necessary to
manage projects properly.
11. A long-term view is still prevalent among Japanese investors, especially
passive investors, but it doesn't mean they pay less attention to current
cashflow or place a higher emphasis on appreciation. Nor does it mean
they wouldn't consider selling.
12. Some investors, such as life insurance companies, still have a preference
for downtown landmark office properties, and they are concerned about
the negative effect of an over presence of Japanese companies. The other
investor types show a declining appetite for landmarks.
13. Japanese investors are now trying to localize their subsidiary companies
in the U.S. However, decision making authority is still mostly restricted
to Japanese headquarters, especially financing decisions, and they rarely
use U.S. banks. They realize the need for local expertise in order to
succeed in their investment activities. Employing more local people and
making use of local consultants or partners is increasing rapidly.
14. Japanese investors' recognition of, and their participation in, corporate
citizenship is generally weak. In order to succeed in the U.S. business
environment, they must adopt the same attitudes that Japanese
manufacturers did when they started investing in the U.S. market.
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Case Studies
A. Methodology for Interviews
Since one primary objective of our research into U.S. real estate
investment is to gain an understanding of the big picture, we needed to
identify people from various sectors of the industry. Using a variety of news
sources, we compiled a list of both Japanese and American companies which
are involved in U.S. real estate investment. Our list included Japanese
companies active in real estate, construction, trade, insurance, and banking. It
also included U.S. accounting firms, local developers and local governments.
Interviews were conducted between January and March of 1992 in New York,
Los Angeles, San Diego, and Tokyo. The respondents are listed in APPENDIX
V.
We typically discussed two subjects in our interviews. The first subject
delt with their past approaches to U.S. real estate investment and their
resulting experience. The second subject delt with how they are adjusting
their strategies given the changing investment environment in the 1990's.
More specifically, we discussed what they learned and what they might do
differently next time. The feedback from these interviews is used
throughout our thesis.
Several companies who are actively involved in development were so
generous as to allow us to write case studies based on their experiences.
Because the struggles and difficulties that Japanese investors face are
highlighted most sharply by active investors, their thoughts and comments
about how they feel and think about the U.S. real estate business are among
the most precious inputs we received throughout the course of our study.
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CHAPTER 8
We have done our best to be faithful in presenting the cases the way they
were described to us by our interviewees and to defer any analysis on our part
to other sections of the thesis. In this way, we believe these cases provide a
real sense of what is actually going on. Any mistakes or misunderstandings
associated with the way these cases are written and presented is all the
responsibility of the authors.
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B. Kumagai Gumi
1. Kumagai Gumi
Kumagai Gumi is one of the largest construction companies in Japan
with annual sales of $8 billion (FY 1991). In the 1980s, the company enlarged
its business very rapidly through its unique DEF (Development /
Construction, Engineering / Construction, Finance / Construction) strategy,
in which they coordinate development and construction based on their
financial strength. The DEF strategy has worked amazingly well in overseas
markets including the U.S. By the late 1980s, Kumagigumi had established a
reputation as having a model strategy for how construction company can
expand its active presence in the construction/real estate markets of the U.S.,
the United Kingdom, Asia, and Australia.
2. Demand Creation Strategy
Generally, in the U.S., Japanese construction companies get their
contracts from Japanese manufacturing companies or public works and find it
hard to get private domestic contracts. When Kumagaigumi started its U.S.
operations around 1980, Japanese-related jobs were already secured by
preceding companies such as Kajima or Obayashi. Also, it was getting much
tougher to get public contracts because of political disputes between the U.S.
and Japan over the opening of Japanese construction market.
Despite these difficulties however, Kumagai Gumi enlarged its
business dramatically using the DEF strategy, which is also known as the
demand-creation strategy. Using their financial strength as a lever, Kumagai
Gumi became involved in many developments in the role of financial
partner and at the same time became the general contractor for the project. By
140
vertically integrating these roles, the return potential of the project is
enhanced greatly. When the project is completed, it is sold to institutional
investors, thus realizing the gain on the project at that point and then
investing the capital in another project.
DEF was the perfect strategy in a strong market; however, in a weak
market when it is difficult to find a buyer for the building, the huge
investment gets locked in for the long term. In addition to interest payments
and rate risk, leasing risks and building management risks must also be
considered in this situation.
3. Americas Tower
Americas Tower is one case that demonstrates the negative side of the
DEF strategy. It is a 1 million square foot high rise office building
development in New York city. The site is located right next to Rockfeller
Center, facing the Avenue of the Americas. In 1983, the developer, New York
Land, approached Kumagai's development section in Japan through an
investment bank. At the time, Kumagai didn't have a presence in New York
city yet. The project was examined carefully. New York Land was a small
investment company, but it had completed three or four buildings in New
York city. The timing was perfect. The New York real estate market was
improving quickly, and this was an excellent site. Kumagai decided to set up a
new subsidiary, KG Land New York, and through that entity, created a joint
venture with New York Land. General contractor status was awarded to
Kumagai Gumi.
Although, Kumagai Gumi was a general partner in the joint venture,
the partnership agreement was structured so that Kumagai controlled the
financing and construction management, but none of the other aspects of
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Americas Tower
* Owner/Developer
- Location
- Architect
Construction
* Scope
* Rentable Area
KG K& A Corporation
1177 Avenue of the Americas, NY, NY
Swanke Hayden Connell
KM/Turner
September 1987 - March 1992
A new office tower with office space on the 2 nd
through 47th floors and retail on ground floor
and cellar spaces
1 million sq. ft. of office rentable area and 15,000
sq. ft. of retail space
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project management. Since the market was strong and timing was critical,
development started immediately, on speculation without having any key
tenants.
In 1985, the project got into trouble. First, New York Land was not as
strong a developer as Kumagai Gumi thought they were. They had approvals
for land
assembly when Kumagai Gumi became involved; however, the negotiations
for assembling the land took longer than originally estimated. They were not
very skillful in negotiating with public agencies. But, more importantly,
New York Land lost its public image when it became public that they were the
overseas fund managers and agent for Ferdinand Marcos, the quasi-dictator of
Philippines at the time. When Marcos was deposed, the company was sued
by the Philippine government. New York Land lost all of its legal battles,
control of the funds and all of their customers. The Americas Tower project
had became the single source of revenue for New York Land.
With the deteriorated reputation of this partner, no lender was willing
to extend the construction financing for the project. Through the partnership
agreement, financing was Kumagai Gumi's responsibility, and since Kumagai
Gumi had already committed a considerable amount of money to the project,
they decided to cover all necessary funding through their financial subsidiary,
KG International.
Concerned about the bad reputation of their partner and its negative
influence on future leasing or sale of the building, Kumagai Gumi tried to
negotiate New York Land out of the project. But this was in vain. Since the
partnership agreement was structured such that New York Land had no
financial exposure, there was no incentive for them to get out of the project.
Finally, in 1989, Kumagai Gumi decided to file Chapter 11 in district
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bankruptcy court to dissolve the partnership; however, they were told they
had to resolve the issue between partners through arbitration, because there
was an "Arbitration Clause" in the original agreement. They resumed
painful negotiations and finally reached an agreement in January of 1991.
Kumagai Gumi set up a new subsidiary, Kumagai A & A, and that company
purchased the project from the partnership with a considerable margin to
compensate New York Land. Legal termination of the partnership was finally
completed in January of 1992.
Construction was seriously delayed due to the series of law suits and
other interruptions. However, concerned about the reputation of Kumagai
Gumi and to keep their corporate pride intact, Kumagai Gumi completed the
project without degrading the quality of the building. Cushman and
Wakefield was hired as a leasing agent. The official opening ceremony is
scheduled in April of 1992, but there are still no preleasing agreements.
Partly, because Kumagai Gumi is not giving large concession in leasing
conditions. Mr. Matsuda, a vice president with KG Land, said, "We are
resolved to take a very long-range view on the project."
4. Partnership Agreement
The location of the Americas Tower was excellent and the timing was
perfect. If there had been no major trouble, the partnership would have
completed and sold the project around 1987 or 88 at the peak of the market.
Entering the market in 1983 was the correct decision. However, there were
two major mistakes in the way Kumagai Gumi formed the joint venture.
The first mistake was that Kumagai Gumi misunderstood the
credentials of their partner. It was true that New York Land had done 3 or 4
projects prior to the Americas Tower; however, they did these with other
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partners. So this was the first time they had managed a project from scratch.
This would have been revealed if Kumagai Gumi had checked New York
Land's reputation through City agencies or the local developer's community.
The relationship with Marcos was unfortunate, however, generally a type of
person who is engaged in such activity is a risky partner.
The second mistake was the way they organized the partnership
agreement. If Kumagai Gumi would have negotiated for more control of the
development process or if the dissolution conditions of the partnership had
been pre-specified, Kumagai Gumi could have changed the project manager
during the early stages and would have completed the project much earlier.
Mr. Matsuda, said, "With hindsight, there were so many unbelievable
mistakes in the original partnership agreement. Responsibilities and
obligations were so unequal, and we could not really control the project."
Although Kumagai Gumi used a well known lawyer and a team of contract
specialist came from Japan to do the negotiation, they did not protect
Kumagai Gumi against these pitfalls.
Combined with Kumagai Gumi's financial strength, the unequal
partnership agreement made Kumagai Gumi vulnerable to endless sponging
by New York Land. Mr. Hashimoto, a general manager of Kumagai Gumi's
New York office, said, "U.S. partners believe that Japanese corporations have
a tendency to avoid law suits. Also, they believe we have deep pockets. Thus,
they think they can extract unlimited amounts of money if they keep forcing
unreasonable demands."
Kumagai Gumi now pays great attention to how they will share the
down-side risks when forming a new partnership. Dr. Takahashi, a chairman
of Kumagai A & A said, "We won't enter a partnership in which we take
financial responsibility but cannot have substantial management control. We
145
ask the partner to commit their own money and share the risk. When
required, additional equity should be shared equally. Also, dissolution
conditions are very important. For example, if the project cost greatly exceeds
the original estimates and the partner falls to come up with his share of new
capital, Kumagai Gumi has the right to dissolve the partnership and liquidate
the project. Also, we try to clarify the obligations each partner has to the other
in such a case."
Mr. Matsuda said, "In the begining, we started of our U.S. projects at once, we
could not incorporate the lessons from one to another. The lessons were
expensive, but we have learned a lot."
5. Current Direction
In addition to the Americas Tower, Kumagai Gumi is currently
involved in many projects through a cooperation agreement with
Zeckendorf, a well known New York developer. Since, Zeckendorf has also
been in financial difficulties, Kumagai had to buy out Zeckendorf in some of
the projects. With all these troubles, Kumagai Gumi is adjusting their
application of the demand-creation strategy in the U.S. Although the U.S.
real estate business seems inefficient with many parties specializing in
segmented activities, it has advantages in a down market. Mr. Minami, a
project manager with KG Land said, "Construction, development, and
financing, are in essence, different businesses and need experts in each field.
If one party does all of them, the tension between each function gets reduced
and there is no one who can balance things objectively. Since the rosy
schemes have collapsed, it is time for down-sizing. We need to reduce our
debt and financial exposure. We are selective in which projects to keep and
which to suspend. If necessary, we won't avoid the litigating struggle in that
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process."
However, this does not mean a retreat from the demand-creation
strategy. Dr. Takahasi said, "If we restrict ourselves to cost plus a fee contracts
acquired through bidding, we will not survive the 21st century as an
attractive and challenging corporation. Of course, the procedure is risky and
we are having a tough time. But, from a long-term global view point, we
can't change our basic strategy." Mr. Minami confirmed the point, "Through
many project experiences, we have an accumulation of know-how including
risk management. When the market comes back, we are ready to move and
we are in the driver's seat. That means we can control our own destiny by
ourselves. But this does not mean we can do everything. We are well aware
of the need to work with local partners. In the U.S. developers are relatively
small and once a company made mistake, they are gone forever. But. we
have sound business base in Japan and strong in our staying power. If we
survive this stage, we will be a true player in the U.S. real estate business."
Yet, there is still a lot to be improved. Especially, more talent is
required. We need people, including native employees, with expertise in
each field. In addition to that, Dr Takahashi believes that cultivating
negotiating skills within each individual is critical because most of the deals
in the U.S. are based on individual-to-individual bargaining. He said, "In the
U.S. there are unbelievably greedy individuals and they are the tacticians with
ingenious ideas and creativity. These are the ones who first find potential
projects. If you want to do real estate business in the U.S., you must be able to
deal with them or you will just get exploited." Dr. Takahashi himself is from
outside of the company. In the past, he worked in the office of I.M. Pei. He
has been in the U.S. real estate business for more than 30 years. Since 1985 he
has been working with Kumagai Gumi as a senior advisor to its overseas
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businesses. He became the chairman of Kumagai A & A in 1992, which
shows Kumagai Gumi is resolved to manage through the current conditions
by giving the person who experienced the difficulties a stronger control in the
management.
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B. Mitsui Fudosan (U.S.A.), Inc.
1. Mitsui Fudosan (U.S.A.), Inc.
Mitsui Fudosan (U.S.A.), Inc. is a wholly-owned subsidiary of Mitsui
Real Estate Development Co., Ltd., the largest developer in Japan with assets
totaling about $18 billion in book value. As one of its first efforts to do
business overseas, Mitsui Fudosan (U.S.A.) was established by Mitsui Real
Estate Development in 1973 to do a whole range of real estate related business
on the West Coast of the U.S. With a relatively long history in the U.S. real
estate business, they have been through several market cycles and have
become experienced in risk management under various market conditions.
For example, one of their early projects was Palomar Industrial Park, in which
they invested with Mitsui & Co., a trading giant of the Mitsui group. The
project had problems during the depression of the real estate market in the
1970s and Mitsui Fudosan subsequently had to buy out the remaining
partners.
However, their effort finally paid off when the market came back in the
1980s. Mr. Maeda, a vice president with the company, said, "Even with the
joint venture with Japanese companies, somebody has to take the
responsibility when something goes wrong. With the projects we invest in,
we are always willing to take that risk. We cannot count on anyone other
than ourselves." Mr. Maeda said, "We want to be an active developer in the
market. 505 Montgomery office building in San Francisco is our last purchase
case. In the future, we want to take the risks associated with the development
phase. To achieve that goal, we do not concern so much about the structure
of the deal, such as being the general partner or the limited partner. However,
we do concern about our own commitment and our ability to control the
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project because one reason for working with the U.S. partners is to absorb
their know-how through these commitments."
2. Sanwa Bank Plaza/Figueroa at Wilshire Tower
In May, 1991, Mitsui Fudosan completed a new landmark in
downtown Los Angeles, The 52-story Sanwa Bank Plaza/Figueroa at Wilshire
Tower. When the building opened, the vacancy rate in downtown Los
Angeles was around 20%, however, Figueroa at Wilshire tower came out
with an amazing 88% pre-leased. In addition to the commercial success, the
project is highly regarded by the local community and has received many
awards including the "Rose Award" for new commercial development from
the Downtown Breakfast Club and the "Urban Beautification Award" from
the Los Angeles Business Council. One key to the project's success is the way
Mitsui Fudosan organized the development team, especially their decision to
hire Hines Interests as a development manager.
3. Site Acquisition
The site of the development was first acquired by Mitsui Fudosan in 1980 at
a relatively cheap price. According to Mr. Maeda, there was a man of
foresight in Mitsui Fudosan who saw the possibilities of the site with its
excellent highway access and expansion of the downtown toward the site
location. First, Mitsui Fudosan's local staff prepared the development plan by
themselves with a local architect. In the process, they purchased the air rights
from adjacent lots and increased the Floor Area Ratio of the site from 600% to
1300%. This was the first case of such a transfer in Los Angeles. By 1987, the
local staff had tried to start the project three times but they could not convince
the parent company in Japan. One reason was problems with the potential
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Sanwa Bank Plaza/Figueroa at Wilshire
- Owner/Developer
Location
- Architect
Construction
* Scope
Mitsui Fudosan (U.S.A.), Inc.
Northwest corne rof Figueroa St. and Wilshire
Blvd., Los Angeles CBD
A.C. Martin and Associates
Swinerton & Walberg Co.
March 1988 - December 1990
52-story office tower
Total Amount
Rentable Area
$270,000,000
934,000 sq. ft. of office rentable area, 8,800 sq. ft.
of retail space and 9,000 sq. ft. of storage
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key tenants. In many cases, large tenants, such as Manufacturer Hanover or
CitiCorp, wanted free equity in the building before they would agree to pre-
leasing. The executive board of Mitsui Real Estate Development in Japan felt
such treatment was humiliating and wouldn't let the project start.
4. Selection of a Project Manager
In 1987, a critical decision to start the project was made without any
pre-leasing. At that time, they knew that several office projects totaling about
7 million square feet were about to start in downtown Los Angeles. They
understood that if they missed their chance to be first, there would be an
over-supply in the downtown office market and there wouldn't be another
chance for a long time. If Mitsui Fudosan was ever going to develop the site
they would have to start immediately and finish the building ahead of all the
other projects and with the highest quality, or they would have to abandon all
their past efforts. To handle all the development procedures skillfully within
the limited amount of time, Mitsui Fudosan decided to hire a U.S. project
manager. They considered a number of developers with considerable
experience. Gerald D. Hines Interests was among them. Others included
were very strong local companies such as Magiuer Thomas Partners and Koll
Company.
Although Hines Interests was an established name in the industry,
they had no previous development experience in Southern California, they
didn't even have an office there at the time. One critical reason for the
selection was Hines' past accomplishment of nearly 400 completed projects
across the country. But more importantly, the staff of Mitsui Fudosan felt a
certain similarity in Hines Interests with regard to its corporate culture and
the approach to the business. More specifically, Mr. Maeda said, "Hines
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Interests shared our strong commitment to quality. Pride in the corporate
name, highly trained staff, effective use of the people,-- all these
characteristics made us very comfortable working side by side with them."
Mr. Williams, a project manager with Hines Interests, expressed
slightly a different view. In the early 1980's, Hines Interests was looking for a
chance to gain a presence in the Los Angeles market. In the process, they
found potential in the site that Mitsui Fudosan owned. In 1983, Hines
Interests approached Mitsui Fudosan with a joint venture proposal. They
also offered to purchase the site from Mitsui Fudosan. Although their
proposals were refused, the people at Hines Interests believe their
commitment to the site started at that point. Mr. Swift of Hines Interests said,
"It took six years for Mitsui Fudosan to decide to go along with Hines. ---
Mitsui wanted to test us and understand more about how we (Hines) felt
about things in comparison with the way they felt about things, a part of the
learning process, so that took six years."2 7 Although the actual selecion
started in 1987 and the timing was due to the changing market condition,
people with Hines Interests think that their commitment started in 1983 and
that they waited patiently. They were sure that the site was the best location
in Los Angeles.
5. Development Agreement
Within 90 days of the selection of Hines Interests as project manager,
Mitsui Fudosan asked Hines Interests to submit a comprehensive
development plan and schedule which outlined every stage and process of
the project. Based on the plan, Mitsui Fudosan and Hines Interests negotiated
a Development Management Agreement in which Mitsui Fudosan paid a
2 7 ULI 1991 Fall Meeting "International Joint Venture The Culture of the Deal" Nov. 21, 1991
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fixed base fee plus an incentive fee to Hines Interests. Most of the incentive
fee was based on time to performance. The development plan was critical in
helping Mitsui Fudosan to understand all the steps and milestones in the
development. Mr. Williams said, "Hines put all its knowledge into the
project." Hines Interests' responsibilities encompassed the full range of the
development process from concept, design development, governmental
approvals and city permits, to construction management, marketing, and
leasing. However, as mentioned earlier, the selection of the architect and
initial permitting process was done by the local staff of Mitsui Fudoasan. In
addition, Mitsui Fudosan kept an active role in all major decision making.
There were daily and weekly meetings in which the staffs of both
companies reviewed and updated the information. Hines Interests submitted
monthly reports and quarterly reports. The quarterly reports included market
research which provided the critical information for adjusting their
marketing strategy during the deteriorating market conditions.
One example of Hines Interests' contribution to the project was its
concept. The architect, A.C. Martin and Associates, had been engaged in the
project since the early stages, but Mitsui gave all the authority to Hines
Interests to talk with the firm. Hines Interests is known as a firm that was
among the first to recognize the substantial contribution that significant
design can make to long-term value and appreciation. The conceptual
construction team of Hines Interests came from Houston and they went over
every detail of the design with the architect. Mr. Williams said that through
their experience, Hines Interests understands how U.S. tenants evaluate office
space, and how to meet these requirements efficiently in terms of floor layout,
column size, building shape, etc. These are all different from what is required
in Japanese office buildings. Even for a domestic firm, it is not easy to
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negotiate these conditions with the architect while controlling the budget. If
this process had been done by Mitsui Fudosan, the project could have had a
very different building.
Another example was Hines Interests' marketing method. Mr. Maeda
of Mitsui Fudosan mentioned that the presentation of the project in the
marketing center was especially effective.
One of the strengths that Mitsui Fudosan brought to the project was its
network with other Japanese companies. Currently, 12 out of 35 tenants are
Japanese related. It is said that the decision by Sanwa Bank California to
move into the new building was made in Japan between the chairman of
Mitsui Real Estate Development and the chairman of Sanwa Bank. However,
even with the Japanese tenants, Mitsui Fudosan let Hines Interests negotiate
the leases. Mr. Maeda said, "It is very dangerous to count on Japanese
tenants. If you are constructing one million square feet of office building, it is
the tenant with more than 100,000 square foot of occupancy that is
strategically important. Japanese tenants generally use less than 10,000 square
feet. The largest Japanese tenant may be a branch office of the banks, which is
still no more than 100,000 square feet. None of them are large enough to
become a key tenant in a one million square foot office building."
6. Communication
The staff of Mitsui Fudosan was keenly aware of the need for
responding quickly to take full advantage of using Hines Interests. With
regard to the relationship with Hines Interests, Mitsui Fudosan (U.S.A.) tried
to cut its cumbersome relationship with its Tokyo headquarters. They feel
that the Tokyo staff can't make the right decisions because they have not
experienced the market place for themselves and they are not familiar with
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the local concessions such as free rent. The U.S.A. subsidiary worked out
general operating principles with Tokyo and tried to retain as much authority
as possible to enable quick movements. Mr. Maeda said, "Tokyo headquarters
also paid respect to our judgments." Hines Interests also cared about response
time, especially on lease negotiations in a down market, since it was critical to
respond to brokers quickly to get a good deal.
According to Mitsui Fudosan, there were no major problems with
Hines Interests during the development process. The Critical Path Method, a
scheduling method that Hines Interests used, is a system that has many
owner approval processes in which Hines reports everything very often. Mr.
Maeda said, "Hines Interests always came to consult us before anything got
serious. They also asked for approvals even for things within their
discretion. These communication processes always enabled us to avoid major
friction."
From Hines Interests side, Mr. Williams said they always tried to go to
Mitsui Fudosan with recommendations along with the major factors and
risks concerned, so that Mitsui Fudosan could make a clear judgement. He
said, "Mitsui responded immediately. They understood the process, and
people had authority."
Mr. Swift of Hines Interest said, "(Mitsui Fudosan) wanted to learn the
(development) process in a very active and participating way." One concern
that Hines Interests had in the early stages was the feeling of working with a
potential competitor. When Mitsui Fudosan proposed to locate the office of
Hines Interests across the hall from their own, they became nervous about
losing their identity by being observed all the time. Also, they were
concerned about "giving Mitsui Fudosan a graduate course in real estate
development." But once they started, they overcame this emotional hurdle
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quickly by saying "Let them learn but they will never do it in the same way
Hines does it." What they felt was that learning through reports and
meetings is different than doing things oneself. Also, honesty is a part of
their corporate philosophy. Thus, they put all of Hines Interests' knowledge
into the project.
Communication between the parties went very well. Toward the end
of the project, the physical proximity of two offices worked very well for
information sharing and quick decision making. Mr. Williams said that is a
subject where Hines Interests could learn from their client. Mr. Swift also
mentioned the importance of working very close to each other. "The most
important aspect of working with foreign investors is having direct
interactions. You want to be able to look them in the eye and talk to them
about the good things and the bad things. You want them to see your
reactions and you want to see their reactions directly."
7. Property Management
Although Mitsui Fudosan already had its own property management
subsidiary (Aspen Management) in the U.S., they signed a Property
Management Agreement with Hines Interests in 1991, with a five-year term.
Hines Interests wanted a longer term, but it was limited to five years because
Mitsui Fudosan intends to manage the building by themselves when the
agreement expires. Mr. Williams said, "(different from development) you
can learn everything about property management in one or two years. The
agreement means training time for Mitsui Fudosan. However, at least Hines
is being compensated."
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8. Mitsui Fudosan's Conscious Judgement
There is no doubt that Hines Interests played a significant roll in the
success of Sanwa Bank Plaza/Figueroa at Wilshire project, but it alone could
not make it a success. There were many critical smart decisions made by
Mitsui Fudosan. First, they identified the potential of the site. Second, they
made a conscious decision to start the project at the right time based on their
own market analysis. Third, they made the right selection in choosing Hines
Interests as a development manager. Finally, they were skillful enough to
motivate Hines Interests into giving them their best effort. Behind all these
decisions is their long experience in the U.S. market, and the quality of their
people including the local staff of Mitsui Fudosan.
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C. Itoh & Co.
1. C. Itoh & Co.
Mr. Seto is a general manager and director of investment with J.C.
Investment & Realty Inc., a real estate investment subsidiary of C. Itoh & Co.,
in charge of the western half of the U.S. The company began preparation for
U.S. real estate investment in 1984, when Mr. Seto came to the U.S., and
started investing in 1986. In the early 1980s, many trading companies were
shifting their personnel from the declining plant businesses in the Middle
East and Asia to other fields. Often, the same people and companies who had
worked together in the Middle East worked together in the world real estate
investment including the U.S. Thus, Mr. Seto believes that real estate
investing in the U.S. by trading companies can be thought of as an extension
of plant business in the Middle East and in Asia.
In 1982, the U.S. was in the bottom of recession under a tight monetary
policy. Despite a lot of pessimism, many people with long term experience in
the U.S. real estate industry believed the market would recover, which
actually happened in the period from 1984 to 1986. Through these
observations, Mr. Seto understands the cyclical characteristics of the real estate
market and has no intention of withdrawing from the U.S. real estate
investment business. However, he described the U.S. commercial real estate
developers as "Rose painters", suggesting the need for a cautious attitude to
offset their extreme optimism. He cites as an example the many Japanese
investors who have been taken in by the skillful presentations of the
''optimistic" investment bankers.
Typically, C. Itoh joins a project as a limited partner using local
developers as the managing general partner. Also, using its wide network as a
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trading company, it often brings in other Japanese corporations as limited
partners. Until recently most of C. Ito's investments have been in commercial
properties; office, hotel and retail. Reflecting the current down market, not
all of its investments are doing well. The company had to work out some of
the past failures; however, Mr. Seto knows there will be another chance
coming in the future. To be able to move quickly in the next cycle, Mr. Seto
believes it is critical to build up a local network during the current recession.
2. Lessons from Past Activities
Asked about the key to success, Mr. Seto emphasized several important
points. First, an investor must cultivate the keen insight to judge his
partners and projects by himself. He should not count on second-hand
information or middlemen. To enlarge his own network and enhance his
ability to make these judgements, Mr. Seto meets with a large number of
developers and home-builders again and again over lunch and on other
occasions. Second, even with a reliable partner, monitoring of the project
should be done frequently and, again, by the investor himself. Basically, C.
Itoh only picks projects it can reach within 2 hours by plane so they can have
face-to-face meetings whenever necessary. Third, it is essential to build
expertise by keeping the people with experience in the same positions, even
though it is unusual in the Japanese management system. Fourth, it is best to
do business with a local partner who is competent in his own field.
Mr. Seto's strategy has three elements: First is a shift of the investment
target away from commercial and toward residential development. The
residential market is relatively stable and the investment unit is smaller.
Thus, risk is more controllable. Also, he believes home builders are more
steady and have more of an artisan spirit than commercial developers.
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Although movement to residential development is a general trend among
foreign investors, C. Itoh wants to distinguish itself by having first-class
partners.
The second aspect of Mr. Seto's strategy is to put in less equity and work
more on a fee basis. Using the strength of the trading company, it is relatively
easy to bring in other investors from Japan and other Asian countries.
Actually, C. Itoh has already started to provide consultation to Taiwanese and
Singaporian investors. Once a project has been organized, Mr. Seto thinks
that C. Itoh can represent the syndication group and monitor the project on
behalf of all the other investors.
The third aspect of Mr. Seto's strategy is to use limited partnership
structure effectively. He thinks it is too difficult for C. Itoh to become a
managing general partner with its current staff. If they cannot manage the
project by themselves, C. Itoh prefers to become a limited partner with a lot of
commitment rather than general financial partner with a limited
commitment. Through monitoring or the right of refusal, limited partners
can really act like a general partner with substantial influence on decision
making.
3. Rock Creek Ranch
"Rock Creek Ranch" is one of the projects that suggests C. Itoh's future
direction. It is a mid-price residential development on a 70 acre site in the
City of Orange, California with 475 town houses and 70 single detached
houses. The original conceptual design and the initial permitting process
were done by Watt Industries, the second largest home builder in California.
In 1990, Watt was looking for financial participants in the project. C. Itoh
organized the financial participants and became a limited partner in the
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project along with Kawasaki Steel, Kawasho Co., and Morimoto Co. To have
considerable control of the project, C. Itoh included three conditions in the
partnership agreement. The first concerns monitoring. In addition to regular
reporting by Watt Industries, they have a monthly meeting in which limited
partners can discuss the current condition and strategy of the development.
The second condition divides the project into more than 10 phases and
commits the equity on an incremental basis. In this way they can control the
risk and motivate the developer until the end. The third condition assigns to
the limited partners a discretionary right of refusal on each phase. If the
limited partners think the project is not being carried out in the way they
expected, they can refuse the current phase and Watt has the obligation to
purchase the limited partners' equity. Mr. Seto said that C. Itoh does not
intend to exercise the refusal; however, by having the provision, he feels
Watt will incorporate the Japanese investors' opinions.
Based upon his long career in doing business abroad, Mr. Seto thinks
the U.S. real estate market has a lot of potential and is relatively easy to enter.
People who went to Europe are doing badly. The troubles Japanese investors
in the U.S. have are partly due to a lack of knowledge on the investor's part.
But Mr. Seto believes that once they learn how to play in the market, they
will find that it provides a very attractive investment opportunity.
162
E. ANA Real Estate U.S.A., Inc.
1. ANA Real Estate U.S.A., Inc.
ANA stands for All Nippon Airways Co. Ltd., the second largest airline
company in Japan. ANA Building Co., Ltd., was first established in 1961 to
handle the rental of ANA offices, employee dormitories and company-owned
housing in Japan. Since then the company has enlarged its activity range and
now functions as the real estate arm of ANA group.
Until the end of the 1980s, ANA only operated domestically (in Japan)
because of government regulations on the airline industry. However,
prompted by deregulation in the late 1980s, ANA decided to start its
international operation. ANA Real Estate U.S.A., Inc. was established in 1987
as a 100% subsidiary of ANA Building Co., Ltd., partially to prepare ANA's
employee housing in the U.S. before other operations started in the U.S. But,
more importantly, ANA building was also seeking to extend their real estate
investment and development business into the U.S. However, the purchase
or development of hotels was out of their jurisdiction, because it is
considered a part of the airline business and is handled directly by ANA's
Hotel Operational division and ANA Enterprise, a hotel operation subsidiary
in the ANA group. When the Japanese staff for ANA Real Estate was first
sent to the U.S., they were encouraged to become like a local U.S. corporation
in both hart and soul.
With a limited amount of staff, two people from Japan plus 3 people
from local as supporting staffs, it was hard for ANA Real Estate to handle
large scale investment or development. Thus, they decided to start with
relatively small projects or investments with limited exposure. Mr.
Takeuchi, a manager with the company, believes that their cautious
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approach, late entry into U.S. real estate investment and the reasonable size of
their projects is the reason they avoided being hurt much by the current real
estate depression.
2. Projects in the Early Stages
Parallel with the purchase of ANA's company homes, ANA Real
Estate started to learn the U.S. real estate business through partnerships with
local developers. Their first investment was as a general partner with a 70%
ownership interest. A relatively small 88-unit apartment project for senior
citizens in Riverside County, California, it was completed in 1990. Another
investment was as a limited partner in a subdivision of 1,241 homes
including both detached homes and attached townhomes near San Francisco.
3. Gramacy Plaza
Soon afterwards they decided to take a more active role in
development. The first development opportunity was identified by Mr.
Nakazato, the first general manager of the U.S. subsidiary. While commuting
to his downtown office from his home in the South Bay area using the San
Diego (405) Freeway, Mr. Nakazato found an interesting site just off the
highway exit in front of Toyota's U.S. headquarters in Torrance. Although he
knew the office market in Torrance in general was slowing down, Mr.
Nakazato thought there was no other site comparable in terms of its location.
Also, he strongly believed that Toyota would become a key tenant because
they were expanding their office space very rapidly and there was no other
site available so close to their U.S. headquarters. Through title survey, they
found that the owner of the site was Mitsui Fudosan (U.S.A.) Inc., and that
Mitsui Fudosan was about to sell the site to Gascon Mar Ltd. According to Mr.
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Gramercy Plaza
- Owner/Developer
- Location
- Construction
* Scope
* Rentable Area
* Total Amount
ANA'Real Estate/Gascon Mar Ltd.
2050 W. 190th St. Torrance, CA
Takenaka International
Completion - September 1990
4-story office building features 24 corner
offices per floor on 5.5 acres of land
151,503 sq. ft.
$20,000,000
* .. I..,
* 4
5.1v~
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Maeda of Mitsui Fudosan, the disposal was made simply because the
company decided to focus on the development of Figueroa at Wilshire
Tower/Sanwa Bank Plaza for the time being. Sale to Gascon Mar and ANA
Real Estate was just by chance.
Gascon Mar, a San Diego developer, is a partnership of two small
companies, Gascon Development, Inc. and Mar Development Corp. ANA
Real Estate was introduced to Gascon Mar through the Seeley Company, a
locally strong real estate brokerage firm. Before reaching a partnership
agreement, ANA Real Estate did a lot of evaluation research on Gascon Mar
Ltd. According to Mr. MacKenzie, a partner with Gascon Mar, "(ANA Real
Estate) looked at other (Gascon Mar) projects and talked to other partners
(who worked with Gascon Mar), lenders, city officials, etc."
ANA Real Estate found that the strengths of Gascon Mar could
complement their own strengths. Mr. Yamada, current general manager with
ANA Real Estate, said, "We found Gascon Mar had done several good
developments in Torrance including the first and second phases of a
industrial redevelopment project. They still own several undeveloped
potential sites. They know the market and have an excellent relationship
with the city. They are relatively conservative and were willing to
accommodate the Japanese business style. What they didn't have was the
financial strength and the established reputation of ANA."
As was expressed by Mr. Nakazato, ANA Real Estate's policy in
forming a partnership is to "be a majority and general partner, participating
actively in the development itself, making our (ANA Real Estate's) opinions
known as well as investing our money and also taking responsibility."2 8 In
1989, the two companies formed a joint venture, ANA Torrance, to start the
28The Real Estate Magazine No. 34 March p 6, 1992, Pioneer Promotion West, Inc.
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"Gramacy Plaza" development. ANA Real Estate was a 70% general partner
and Gascon Mar was a 30% general partner. Takenaka International was
selected as the contractor through its relationship with ANA Building in
Japan. Public procedures, building designs and other development
management were handled by Gascon Mar. However, Mr. Yamada believes
ANA Real Estate made a large contribution of effort to the project. Since their
strategy was to attract Toyota as a key tenant, they wanted to make the quality
of the building considerably higher than the suburban office standard. For
example, they decided to use black granite for the entry area coming from the
half acre landscaped plaza in front of the building. Also, ANA Real Estate
believed they should be compensated for their financial strength the same as
a local developer is compensated for their management expertise. A portion
of the benefit from negotiating the financing below the original proforma was
reserved within ANA Real Estate as a "Finder's Fee." In this way, they did not
give the financial benefit upfront to the managing partner.
Although the negotiation with Toyota was really tough, ANA real
estate was finally rewarded by getting Toyota's agreement to lease 50% of the
building. Construction was completed in September of 1991, with 70%
preleased. This was considered high enough given the bad market. Tenants
include Texas Instruments, the Japan Travel Bureau, and some parts
suppliers to Toyota. The building is predicted to reach 100% occupancy by
August of 1992. Monthly rents started at $2.25 per square foot, while
surrounding buildings typically get less than $2. The officials in ANA Real
Estate think of the Gramacy Plaza project as a success and self evaluate it at 80
using a 100 point scale. There is a rumor going around that Toyota is
interested in purchasing the building. Mr. Yamada did not respond to that
rumor, however, he said if they could get the right offer, the sale of Gramacy
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Plaza would allow them to move quicker to the next project and could be an
interesting strategy for them.
4. Downtown Torrance Redevelopment
Encouraged by the success of the Gramacy Plaza, ANA Real Estate
decided to work with Gascon Mar again on a Downtown Torrance
Redevelopment project. The project includes the development of 179
residential condominium units, of which 33 are affordable units. Also
included are 26,000 square feet of new retail space and 10,000 square feet of
renovated space in Downtown Torrance. They formed ANA/GML a general
partnership, comprised of ANA Real Estate and Gascon Mar as general
partners, with financial and land contributions from the Redevelopment
Agency of the City of Torrance.
The Downtown Redevelopment Project Plan was adopted by the City
Council in 1978. However, the deterioration in the general area of the project
was such, that no developer had been willing to come up with an effective
proposal. According to Mr. Mackenzie of Gascon Mar, the Mayor of Torrance
asked them to study the possibility of development at the end of the 1980s. By
1991, the City of Torrance and Gascon Mar had been working together on the
project for several years. Gascon Mar made a joint proposal with one of the
major land owners. ANA real estate, decided to join the project by early 1991
and signed Option Agreement with Gascon Mar, in which ANA Real Estate
provide a funding for land assembling and optioned the formation of
partnership with Gascon Mar under certain condition. However, ANA Real
Estate stayed in background until they went through all of the public process.
This is partly due to avoid unnecessary friction in public procedure and partly
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Downtown Torrance Redevelopment
* Owner/Developer
* Location
Construction
* Scope
ANA Real Estate/Gascon Mar Ltd.
Along El Prado Ave. west of Cabrillo
Ave. in Torrance, CA
Completion - October 1993
Development of 179 condominium
residential units, 26,000 sq.ft. of new
retail space, and 10,000 sq. ft. of
renovated space.
*Total Amount $44,000,000
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due to wait the final joint venture agreement until most of the uncertainties,
such as permits, financing, or pre-leasing, get removed.
Besides their familiarity with the developer, the most critical factor that
made ANA Real Estate join in the project was again, location and the future
potential of the site. One official with ANA Real Estate said because of their
familiarity with the area, they can predict what kind of change will come to
the area over the next 5 years. Today, Downtown Torrance is deteriorated
with dilapidated retail shops, an apartment hotel, and an X-rated movie
theater. However, through the efforts of the City, there has been tremendous
improvement around the project site in past two years. The former U.S. Steel
site across the street from the project was developed into American Honda
Corporation's headquarters, administration, maintenance and service
buildings housing over 2,000 employees. Pacific Electric Depot, an abandoned
building in front of the project was renovated into a trendy Italian restaurant.
Yaohan, a very popular Japanese super market chain built its new store just
two blocks away and Miyako Hotel, has acquired a site next to Yaohan. Also,
Gascon Mar successfully, negotiated a deal with the adult theater to renovate
the building and re-open it as a general mainstream film theater. Most of the
deteriorated buildings are scheduled to be renovated or torn down.
Another factor is the strong support and commitment from the City of
Torrance such as; provisions for a new police station, infrastructure
upgrading, tax exemptions, etc. These subsidies add up to 3.5 million dollars
out of the 45 million dollar total project cost.
Finally, ANA Real Estate had relatively strong confidence in selling the
residential units, which comprise a major portion of the project. Different
from commercial properties, housing in a good location has always been in
short supply in the Los Angeles metropolitan area. There has been a huge
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influx of Japanese manufacturing corporations in the past decade, especially
in Torrance. According to ANA Real Estate, the marketing of some portion
of the housing will target South Bay area residents employed in the area and
Japanese-based corporations that typically purchase blocks of residential units
for use by corporate employees. They also believe they can always sell
moderately priced residential units if they are prepared to give a small
discount, that means the risk associated with the development is relatively
small.
5. Pacific Colony Project
Mr. Yamada stated that in the future ANA Real Estate is interested in
acting as the managing of a fund made up of other Japanese investors, who
are cash rich and can contribute equity. Pacific Colony is a project that
demonstrates the possibility of the above mentioned strategy.
The project is a 90-unit single-family subdivision. It is in Torrance and
was identified by ANA Real Estate while they were working on Gramacy
Plaza. According to Mr. Takeuchi of ANA Real Estate, they first considered
becoming a general partner in the project, assuming a co-developer role with
the local developer. At this point their contacts at Sumitomo Bank brought
up an interesting proposal. The M & A section of the bank in Japan
introduced them to a group of relatively small investors who were willing to
be the equity partners. ANA Real Estate then negotiated a deal with the local
developer whereby the small investors formed a partnership with the local
developer as a limited partner. Part of the deal was an agreement by
Sumitomo Bank and ANA Real Estate to provide participation mortgage to
that partnership. ANA Real Estate's mortgage was, in turn, wholly financed
by Sumitomo Bank at a lower rate than the rate to small investors, thus,
171
ANA Real Estate can arbitrage on the rate difference. This allowed them to
make money without committing any of their own money. Mr. Nakazato's
comment on their role was as follows; " (I said we were lenders, but) we were
the main movers in gathering information and structuring the joint venture,
and with the help of Sumitomo Bank, worked out the investment plan, so
you can say that our role was somewhere between that of a lender and
investor."
Although it is premature to judge whether ANA Real Estate's projects
are a success or not, they are unique in that they are continuing to do
development during the current difficult market. Mr. Mackenzie said,
"Although they (ANA Real Estate) are small and came to the U.S. market
late, they are doing better than other larger Japanese companies who don't
understand the dynamics of the market. They have their own thorough
approach to development and rely on having good locations."
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F. Shimizu Corporation
1. Access to the U.S. market
Shimizu Corporation is the leading general contractor in Japan and has
been for the past decade. They are one of Japan's oldest construction
companies, and are more conservative than most of the other big
construction companies in Japan.
In the 1970's, there was explosive growth in the establishment of U.S.
manufacturing plants by Japanese firms. This boom was accompanied by the
entry of Japanese construction companies into the U.S. construction market.
Many of these construction companies, such as Kajima and Ohbayashi, soon
extended their activities beyond manufacturing plants to include
development of residential and office projects as an application of their
demand-creation strategy.
Shimizu was not as quick as others to expand their U.S. activites beyond
manufacturing plants into real estate development. This was in keeping with
their conservative nature. Another reason was that Shimizu's main bank,
Dai-ichi Kangyo, was reluctant to finance speculative development projects.
However, Shimizu changed its attitude in the 1980's after seeing that other
companies' demand-creation strategies were working surprisingly well in the
U.S. market. At the same time, Japanese interest rates dropped to very low
levels and banks' attitudes also changed to a "go". Another factor that affected
attitudes was the large amount of public debt or convertible debt that was
issued during this period.
2. Expansion
At first, Shimizu entered several U.S. locations where future economic
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growth looked promising. These included Los Angeles, San Francisco,
Denver, and Houston. In most of these areas, Shimizu had no previous
construction or the other business experience. So in almost all cases Shimizu
joint ventured with local U.S. companies as a general partner. Mr. Terasawa,
a former executive of Shimizu America Corporation said, "Japanese
construction companies' partners ranged from national companies such as
Trammell Crow and Ritz Carlton Hotel to regional firms with good local
connections. At Shimizu, we placed more importance on the latter because
we believed that their informal information sources were very important."
3. One America Plaza
One America Plaza is located in downtown San Diego, right in front of
Santa Fe Station with a nice view of the ocean. This 34 story office tower is
characterized by a unique sculptured roof and an enclosed trolley station. The
trolley station is San Diego's main transfer station linking together the
Financial District, Seaport Village, the Convention Center, County and
Federal Courts, the Mexican border and the outlying suburban cities. Nobody
can deny it is one of the best locations in San Diego. The product of a
vigorous public-private partnership, it contains, in addition to the trolley
station, an extension exhibition of the San Diego Museum of Contemporary
Art. Furthermore, it is proud of currently hosting and donating office space
to the Organizing Committee of The America's Cup, the grand prix of yacht
racing.
4. Early stage
This project was started in 1986 by Great American Bank, the seventh
largest savings and loan bank in the U.S. The site was located in the
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Columbia Redevelopment Area which was established by the City of San
Diego about ten years earlier. It was just between the train station and the new
central business district that was under construction at the time. The bank's
original intention was to build a new monumental headquarters, in addition
to speculative office space. To start, they involved Murphy/Jahn and
Krommenhoek/McKeown & Associates as Architects and M.H. Golden
Company as the contractor on a design/build basis while they went through
the negotiation process. Because Great American Bank was a large and well
established local firm with a strong local network and had lots of political
bargaining power, the public approval process went smoothly and was
completed by the end of 1988. In 1989, after completing the approval process
and the initial project planning, Great American Bank started looking for a
financial partner. They asked Goldman & Sachs, a top U.S. investment bank
to help them find a good equity partner.
5. Decision made
In April 1989, Shimizu was approached by Goldman Sachs and was
provided with a detailed project information package. According to the
information available, this appeared to be a good quality project in a good
location. Lease-up potential looked good since more than 40% of the building
was already committed to by Great American Bank for its headquarters. From
Shimizu's standpoint, a relationship with Great American Bank, with all of
its local power, seemed to provide a lot of advantages toward doing further
business in San Diego, an area Shimizu saw as a new area of economic
potential for themselves. One problem was that the M.H. Golden Company
was already involved in the project as the general contractor. However,
further negotiation enabled Shimizu to join in the construction process as a
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construction management consultant.
In the fall of 1989 a joint venture was entered into with Shimizu as the
general partner through its U.S. subsidiary, Shimizu Land Corp, and Great
American Bank as a limited partner.
With project financing supported by Dai-ichi Kangyo Bank and Mitsubishi
Trust & Banking, construction began in November 1989.
6. Hardship
Actually, 1989 was a tough year for savings and loan banks in the U.S.
During the 1980's, many savings and loan banks suffered from the mismatch
between high short term interest rates paid on deposits, and a low rate of
return on assets. This was caused, in part, by the tight money policies
resulting from Reaganomics. The savings and loan banks tried to recover by
investing in higher rate junk bonds, etc. When the Bush administration took
office, the monitary and banking policies previously put in place by the
Reagan administration began to change. The new officials tightened
requirements and established the OTC (Office of Thrift Supervision) and the
RTC (Resolution Trust Corporation) in late 1989. The new restrictions struck
hard at the savings and loan banks, including Great American Bank. Any
savings and loan bank that didn't satisfy the new requirements was
automatically put under the RTC's control and forced to liquidate.
"The first public indication of the problem came in March of 1990, when
the Wall Street Journal reported 1989 financial information on U.S. savings
and loan banks," Mr. Ishikawa, executive vice president of Shimizu Land
Corporation, said with sigh, "and by the end of 1990, Great American Bank's
situation had gotten worse and worse. It seems to me that the RTC will take
over Great American bank sooner or later "
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7. Shimizu's buyout
Shimizu started negotiating with Great American Bank in the fall of 1990
again. At first, Shimizu intended to buy out Great American's equity before it
fell under RTC control, because they felt the new building's reputation would
be damaged if it were to have the RTC as one of the owners. However, it is
very hard to appraise such equity in a partnership, especially when the
building is still under construction. Also, even if both Shimizu and the
executive board of Great American Bank could have agreed on a "reasonable"
price, the possibility of being sued by Great American's shareholders was a
problem. A legal fight of this nature was the last thing that Shimizu wanted.
So, while negotiations continued, Great American was taken over by the RTC
in August of 1991. 92% of Great American Bank's branch was purchased by
Security Pacific and Great American Bank was liquidated.
The relationship between the partners totally changed after the RTC's take
over. The power of the RTC was strong and the relationship became more
businesslike. The RTC's intention to liquidate the asset coincided with
Shimizu's desire to buy out the project and remove the stigma caused by bad
publicity. At last, Shimizu got full ownership of the project in December of
1991.
8. Shimizu's effort to recover image
Simultaneous with the buyout 'negotiations, the building was under
construction and Shimizu had to take over the local leadership role in the
municipal redevelopment effort. Of course one of Shimizu's initial
objectives was to gain U.S. redevelopment know-how, so they had been
participating at the local level even before Great American quit. However,
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more commitment was now required. Mr. Greg Shannon, originally the
project manager for Great American and currently employed by Shimizu
commented, "I think at first Shimizu's motivation to join in the partnership
was to establish a good relationship with the famous Architect, Mr. Jahn, and
to heighten its reputation in the U.S. But now Shimizu is required to take all
of the responsibility as a pro-active partner rather than as a passive financial
partner as they had originally intended. Actually, they did well. They
increased the staff and started interacting with the local community directly
instead of through Great American. In the process, they learned a lot about
different obligations and rights in legal fights in the U.S. They really had
difficulty because they relied on their partner and I think the next time they
will have a partner that has its own money in the project."
Shimizu didn't want to down grade the quality of the building, nor did
they want to make rent concessions to tenants. Under the situation with
accidental coincidence with the declining leasing market in the U.S. and spin
out of Great American as a key tenant, to do this and still attract tenants they
needed to come up with a strategy for recovering the reputation of the project
and building-up their credibility in the local community.
First, Shimizu decided to change the office tower's name from Great
American Plaza to One America Plaza to remove bad image of Great
American Bank. In order to create a high cultural image, Shimizu donated
$2.5 million to the San Diego Museum of Contemporary Arts and invited
them to open an Museum Extension exhibition corner in the first floor of the
building. Shimizu also made contributions of public amenities such as statues
and the other public artwork. Fortunately, because the location and the
quality of the building itself was top-notch, several legal offices signed lease
agreements. Other good things also occurred in May 1991. Mr. Ishikawa was
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introduced to the America's Cup Organizing Committee, which was looking
for temporary offices in San Diego from which to promote the 1992 America's
Cup yacht race. Shimizu promptly decided to make free office space available
to them. In expressing his appreciation for the benefit this brought to his
project, Mr. Ishikawa said, "We were very happy to be able to contribute to
such a big event. At that time, we were not sure we would a find good tenant
for that space by the time we completed the building. However, the America's
Cup's identity has enough positiveness to clear up the bad image.
9. Grand Opening
In January 1992, One America Plaza celebrated its grand opening. Because
this project was an important public/private effort, a lot of people from not
only, Shimizu, but from the City of San Diego, the Metropolitan
Redevelopment Authority, and other local communities attended. Mr. James
Wisler, the Council General of Japan in San Diego, said in his speech at the
Grand Opening, "This Japanese-U.S cooperation in a public-private
redevelopment effort will work toward improved recognition of Japanese
investors' contribution to the local community and I believe this kind of
investment is worthwhile, needed and always welcome."
At the time of the grand opening, the occupancy rate was still around 60%,
excluding the space offered to the America's Cup. Considering the weak
market conditions, this is very good. Shimizu expects further positive
publicity from the America's Cup which is currently taking place. Shimizu is
even hosting local primary school students to watch the races.
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SUGGESTIONS FOR FURTHER RESEARCH
In our interview, one bank executive said, "There is no learning curve
for the internationalization of the real estate business. It's case by case
business and is too dependent on the local culture. It can't be learned!" Is this
true? Have the huge losses from real estate investment been in vain or are
they simply a investment toward future success?
30 years ago, the Japanese manufacturing industry had many
difficulties getting into the U.S. market. Although cheap, their products were
considered low quality, and they didn't understand the market or the
consumer. However, over many years, they slowly and painstakingly
improved their products by learning and understanding consumer needs.
They made enormous investments in the R&D process, in high tech plant
and equipment and in never ending marginal improvements to their
products. Another critical factor in their long-term success was, and is, the
continuous use of local experts in many aspects of their business. They also
used the strategy of finding "niche" markets. Good examples of this are the
transistor radio and the compact car.
Can Japanese real estate investors follow the same success-strategy as
the manufacturing industry? Nobody knows. But, two differences should be
noted. First, in real estate, you can only improve your physical product by
committing a huge amount of investment, whereas in the manufacturing
industry, you can improve the products by building a factory or investing in
R&D back in Japan. Second, in real estate, you have to deal with people, while
in manufacturing, the importance is more on dealing with the product. But
it should also be noted that the manufacturing industry only gained its
current level of success after 40 years of hard work and struggle. Overseas real
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estate investors have only been at it for a few years.
A suggested subject for further research is:
Does the manufacturing industry model for success apply to the service
industry? And, if it does, how and with what modifications?
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Appendix I QUESTIONNAIRE (English)
QUESTIONNAIRE ON JAPANESE INVESTMENT IN U.S. REAL ESTATE
Japanese investment in U.S. real estate is a relatively new
phenomenon. It increased dramatically in the late 1980s. In 1990s, it
seems to be entering another stage. Various changes in U.S. and
Japanese economic conditions and accumulation of experience in U.S. real
estate business might urge some Japanese investors to adjust their
strategies substantially from those employed in the 1980s.
Through this questionnaire we are trying to understand the future
direction of Japanese investors in U.S. real estate in terms of activity
range and localization procedure. The phrase "real estate investment"
and "Japanese real estate investor" may mean different things to the
various parties. However, we do not *intend to apply a strict
definition. "Real estate investment" is generally "real estate driven"
acquisition or development for investment purposes that expect cash flow
from tenants or guests. "Japanese real estate investor" can either be a
branch office of a Japanese firm or a joint venture or subsidiary in
which Japanese firms hold at least 50% of equity holdings. However, the
questionnaire is not targeted to ask the strategies for each joint
venture or a firm tied to a specific project. Rather, by grouping the
entities by their related Japanese firms, we are trying to focus on the
overall strategy of each group's investment in U.S. real estate at their
parent corporation level.
The responses will be used to develop a generalized view of future
Japanese investors and not to analyze the strategy of individual firms.
We will not use this information to identify or attribute your
individual responses. In most part, questions are made very general.
The answers do not have to be formally authorized within the
organization, but can include a personal view or opinion of the
respondent.
The study result will be used for the graduate thesis of Akemi
Mizuto(Center for Real Estate/Sloan School of Management) and Toshihiro
Toyoshima(Center for Real Estate/Department of Urban Studies and
Planning), who are currently graduate-students at MIT. One small gesture
we can make to thank you for participating in this survey is to offer to
send you a copy of the survey results once we have compiled them.
If you have any question please contact Akemi Mizuto or Toshihiro
Toyoshima at MIT Center for Real Estate.
Address: Massachusetts Institute of Technology
Center for Real Estate
Building W31-310
Cambridge, MA 02139
617-253-1799
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Part I Scope of real estate related activities in the
U.S.
1. Please check your company's (including subsidiaries or group companies) activity
in the following area.
Field Active Currently Future How do you expect the future activity scale
3 Yrs Active Plan of each field currently active in your
ago to group ?
Enter Reduce maintain Enlarge
Own U.S.
real estate -- -0 + ++
outright
Participate
in a joint 0 + ++
venture as a
general
partner
Participate
in a joint 0 + ++
venture as a
limited
partner
Invest in
real estate -- - 0 + ++
related
financing
Consulting
0 + ++
Construction
& -- - 0 + ++
Engineering
Development
0 + ++
Brokerage
0 + ++
Property
Management 0 + ++
Others
( -- - 0 + ++
2. How important are the following objectives for your group to invest in U.S. real
estate?
Objective Important Minor
Internationalization strategy of the parent company in Japan ++ + 0
Japanese customers' requirement for overseas service ++ + 0
Enlargement of the profit basis of the main activity of the ++ + 0
parent company
Diversification of the business activities ++ + 0
Diversification of the investment portfolio of the parent ++ + 0
company
Learn advanced know-how of specific financing tools (eg. ++ + 0
securitization)
Learn advanced concept of U.S. development (eg. waterfront) ++ + 0
Enhance image and status of the parent company in Japan ++ + 0
Others( ) ++ + 0
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3. Please answer the influence of the following changes in macro investment
environment. Please indicate the magnitude of impact on the current activity of each
field you answered previously.
Field Declining real Tighter Performance of Growing
estate market in monetary the Japanese investment
the U.S. control and parent company opportunities in
slow down of other part of the
the Japanese world (Europe,
economy Australia, etc)
Own U.S. Positive Positive Positive Positive
real estate Negative Negative Negative Negative
outright No influence No influence No influence No influence
Participate Positive Positive Positive Positive
in a joint Negative Negative Negative Negative
venture as a No influence No influence__ No influence__ No influence
general
partner __________ __________ __________
Participate Positive Positive Positive Positive
in a joint Negative Negative Negative Negative
venture as a No influence No influence No influence___ No influence
limited
partner ____________________ __________
Invest in Positive Positive Positive Positive
real estate Negative Negative Negative Negative
related No influence__ No influence__ No influence_ No influence
financing _________ _________
Consulting Positive Positive Positive Positive
Negative Negative Negative Negative
No influence_ No influence_ No influence__ No influence
Construction Positive Positive Positive Positive
& Negative Negative Negative Negative
Engineering No influence No influence No influence No influence
Development Positive Positive Positive Positive
Negative Negative Negative Negative
No influence No influence_ No influence No influence
Brokerage Positive Positive Positive Positive
Negative Negative Negative Negative
No influence No influence No influence No influence
Property Positive Positive Positive Positive
Management Negative Negative Negative Negative
No influence No influence No influence No influence
Others Positive Positive Positive Positive
Negative Negative _ Negative Negative
No influence_ No influence_ No influence_ No influence
Please give any comments you might have concerning the impact of above stated changes.
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Part II Project information, Financial Arrangement
and Decision making system
1. In real estate business, critical information has to be obtained at local level.
We are interested in how Japanese investors obtain access to business information.
Please check the top 5 and star (*) the most important information source.
Information about general U.S. market Information about specific project or
condition investment opportunity
Source Rank Source Rank
Inhouse Inhouse
Japanese Bank Japanese Bank
Trading Trading
Construction Construction
Developer Developer
Consulting Consulting
Insurance Insurance
Group Firms Group Firms
Individual Individual
Trade Organization Trade Organization
Others ( ) Others (_)
U.S. Bank U.S. Bank
Construction Construction
Developer Developer
Accounting/Law Accounting/Law
Partner Partner
Broker Broker
Consulting Consulting
Local Government Local Government
Academic Institution Academic Institution
Individual Individual
Trade Organization Trade Organization
Others ( ) Others ( )
Is there any specific difficulty associated with being a Japanese investor in
obtaining any information?. Please use the space below for the general comments.
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2. Financial Arrangement
Which of the following statements better describes your financial arrangement?
A. Strategy (Yen vs. Dollar)
1. We diversify geographically by investing Yen in overseas projects
2. We try to rely on local funding (dollar based) for overseas projects
B. Financial institutions (Japan vs. U.S.)
1. We prefer to raise investment funds through Japanese-related financial
institutions
2. We prefer to raise investment funds through local US-owned financial
institutions
C. Loan type (Non-recourse vs. recourse)
1. We usually use project-based-financing (Non-recourse)
2. We usually use corporate-based-financing (Recourse)
D. Are you interested in raising money from small investors in Japan through
securitization of the property?
1. We already have experience in securitizing the property
2. We are interested in it securitizing the property
3. We are not interested in it securitizing the property
3. Authority of Decision Making
We are interested in the role of U.S. subsidiaries and the Japanese head quarters in
the decision making process. Please check the one that applies to your group
respectively.
a. Project Selection
3 Yrs Current 3 Yrs
ago later
Basically, headquarter decides in Japan
Headquarter decides based on recommendation by the U.S.
subsidiary
Under given guideline or up to certain amount, U.S.
subsidiary has the authority to decide
Basically, 
U.S. subsidiary 
decides
Case by Case
b. Financing arrangement
3 Yrs Current 3 Yrs
ago late r
-Basically, headquarter decides in Japan
Headquarter decides based on recommendation by the U.S.
subsidiary
Under given guideline or up to certain amount, U.S.
subsidiary has the authority to decide
Basically, U.S. subsidiary decides
Case by Case
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Part III Issues Around Japanese Real Estate
Investment
1. Which of the followings do you think can become a source of problem in your
current or future business? Please check the degree of concern.
Potential Issues Degree of concern No
None Possible Serious opinion
High volatility of U.S. real estate market 1 2 3
Conflict of interests with local partner or 1 2 3
consultants
Different perspective with local partner 1 2 3
(typically, in time-horizon and objectives)
U.S. firms' readiness to sue, litigate or file 1 2 3
bankruptcy
Conflict between local employee and the management 1 2 3
due to the Japanese way of management.
Relatively time-consuming decision making system 1 2 3
based on consensus building
Misunderstanding in contract documentation or 1 2 3
negotiation.
Difficulties in dealing with local firms and 1 2 3
customers.
Cultural friction due to the over presence of 1 2 3
Japanese investment.
Resentment by local residents due to the upsurge 1 2 3
and unaffordability of local residential property.
Negotiation with local community in development or 1 2 3
acquisition procedure.
Negotiation with local government in development or 1 2 3
acquisition procedure.
Others : Please give specific comment.
Part IV Usage of the profit
When your group's real estate business in the U.S. progresses, what will be the most
likely usage of the profit generated in the U.S? Please check one.
1. Repatriate to the parent corporation in Japan and decide the usage in the
context of overall group strategy
2. Retained within the U.S. subsidiaries and reinvest in the U.S. business
3. Combination of 1 and 2
4. Cannot answer
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Part V Trend of Investment Patterns
Followings are some typical images regarding Japanese Real Estate investment patterns.
Using following criteria, please evaluate how well these images fit your group's
behavior.
1. It applies strongly
2. It applies partially
3. Not specifically applicable
4. Don't know
A. Locational Selection 3 Years ago Current 3 Years later
Geographical concentration in 1 2 1 2 1 2
several metropolitan areas 3 4 3 4 3 4
Strong tendency to invest in the 1 2 1 2 1 2
area with Japanese business 3 4 3 4 3 4
accumulation
Prefer downtown project to suburban 1 2 1 2 1 2
project 3 4 3 4 3 4
B. Project Selection 3 Years ago Current 3 Years later
Strong preference for land-mark 1 2 1 2 1 2
properties 3 4 3 4 3 4
Strong preference for Office and 1 2 1 2 1 2
Resort Properties 3 4 3 4 3 4
Strong preference for Land and 1 2 1 2 1 2
Residential Properties 3 4 3 4 3 4
Emphasis on existing properties 1 2 1 2 1 2
3 4 3 4 3 4
Short-term cashflow is not so 1 2 1 2 1 2
important 3 4 3 4 3 4
Aggressive bidder in purchasing 1 2 1 2 1 2
property 3 4 3 4 3 4
C. Characteristics 3 Years ago Current 3 Years later
Long term Conservative investors 1 2 1 2 1 2
3 4 3 4 3 4
Take time in decision making, or 1 2 1 2 1 2
slow response to the offered 3 4 3 4 3 4
opportunity
Would not sell the acquired 1 2 1 2 1 2
property easily 3 4 3 4 3 4
In joint venture, try to 1 2 1 2 1 2
participate in every aspects to 3 4 3 4 3 4
understand the development know-how
in the U.S.
Pay relatively small attention to 1 2 1 2 1 2
the community groups 3 4 3 4 3 4
Strong tendency to work with a 1 2 1 2 1 2
well-known partner or consultant 3 4 3 4 3 4
Japanese investors have a herd 1 2 1 2 1 2
mentality 3 4 3 4 3 4
Japanese investors are reluctant to 1 2 1 2 1 2
pay fees or other soft costs 3 4 3 4 3 4
Face to face meeting is critical in 1 2 1 2 1 2
doing business with Japanese 3 4 3 4 3 4
investors
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Part VI Localization Strategy
General theory on internationalization suggests that overseas businesses become pretty
much like local businesses after a certain period. What is your group's attitude
toward the following localization strategies? Please check the appropriate number
according to the following criteria.
1. Applied or considered
2. Will consider
3. Not necessary
1. Localization of Management
Have local employee as a member of the
management board.
Decrease the Japanese-staff-ratio. 1 2 3
Establish self-supporting management system in 1 2 3
terms of financing and decision making.
2. Localization of Business
Use Joint Venture with local partner. 1 2 3 No Opinion
Use local consultant, contractor, etc. 1 2 3 No Opinion
3. Corporate Citizenship
Advertisement through local media. 1 2 3 No Opinion
Membership in local Chamber of commerce, 1 2 3 No Opinion
industry association, etc.
Information service open to local citizen or 1 2 3 No Opinion
student.
Have a person in charge of community relation. 1 2 3 No Opinion
Use community-relation-consultant. 1 2 3 No Opinion
Have routine meetings with local citizen groups 1 2 3 No Opinion
Financial contribution for local activities. 1 2 3 No Opinion
Collaboration of employees in volunteer 1 2 3 No Opinion
activities
Employment of minority or handicapped people. 1 2 3 No Opinion
Contribution of public amenity (eg. Open space) 1 2 3 No Opinion
Have a part of corporate property open to 1 2 3 No Opinion
public use. I I
If you have unique local contribution programs, please write them here.
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Finally, what has been the biggest surprise in investing in the U.S. real estate. In
retrospect, what did you wish you knew. This is an open ended question. Besides the
above question, if there are any further comments you would like to make in general,
please take a moment to write them here.
Thank you very much for your assistance with this research project. Please indicate
your name, firm, address(if different from mailing address), and phone number below.
Name:
Firm & Section:
Address:
Phone #:
[ ] Please send me a copy of the survey results.
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Appendix II QUESTIONNAIRE (Japanese)
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Construction
Aoki Corporation
Haseko Corporation
Hazama Corporation
Kajima Corporation
Kitano Construction Corporation
Kumagai Gumi Co., Ltd.
Mitsui Construction Co., Ltd.
Nakano Corporation
Nishimatsu Construction Co., Ltd.
Obayashi Corporation
Okumura Corporation
Sato Kogyo Co., Ltd.
Shimizu Corporation
Sumitomo Construction Co., Ltd.
Taisei Corporation
Takenaka Corporation
Tekken Construction Co., Ltd.
Tobishima Corporation
Toda Corporation
Tokyu Construction Co.,Ltd.
Zenitaka Corporation
Real Estate
ANA Real Estate Co., Ltd.
Asahi Urban Develorment Corp.
Daiichi Real Estate Corporation
Itoman Corporation
Kowa Realty Ltd.
Maruko Inc.
Mitsubishi Estate Co., Ltd.
Mitsui Real Estate Sales Co., Ltd.
Mitsui Real Estate Development Co., Ltd.
Nakagin Corporation
Ryoshin Real Estate Inc.
Sumitomo Realty & Development Co.
Taiyo Development Co., Ltd.
Towa Real Estate Development Inc.
Toyo Real Estate Inc.
Trading
C. Itoh & Co., Ltd.
Marubeni Corporation
Mitsubishi Corporation
Mitsui & Co.,Ltd.
Nissho Iwai Corporation
Sumitomo Corporation
Tomen Corporation
Life Insurance
Chiyoda Life Insurance Co.
Dai-ichi Life Insurance Co.
Daido Life Insurance Co.
Mitsui Life Insurance Co.
Nippon Life Insurance Co.
Sumitomo Life Insurance Co.
Sumitomo Marine & Fire Insurance Co.
Taiyo Life Insurance Co.
Toho Life Insurance Co.
Tokio Marine & Fire Insurance Co.
Yasuda Life Insurance Co.
Banking
Daiwa Bank Co., Ltd.
Industrial Bank of Japan
Long Term Credit Bank of Japan, Ltd.
Mitsubishi Trust & Banking Corporation
Mitsui Trust & Banking Co., Ltd
Nippon Credit Bank, Ltd
Nippon Shinpan Co.,Ltd.
Sumitomo Trust & Banking Co., Ltd
Yasuda Trust & Banking Corporation
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Appendix III List of Companies Queried
Breakdown of Companies Responded
By Industry Grouop
Real Estate Companies 10
Construction Companies 13
Trading Companies 5
Life Insurance Companies 6
Banking 5
Total 39
By entry group
(Excluding Trading and Banking)
The Early Group 17
(established before 1984)
The Late Group 12
(established during or after 1984)
Total 29
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Appendix IV
Appendix V
Person
Takashi Fukumura
Harry D. Hartnett
Hiroshi Hashimoto
Yasuaki Hashizume
Masahiro Hioki
Satoshi Igawa
Masahiko Imazato
Tadashi Lnaoka
Katsutoshi Ishida
Mikio Ishikawa
Yoshiki Ishizuka
Takayuki Kanai
Masaki Kanatsu
Yutaka Kawamura
Masahiro Kobayashi
Kenneth Koslow
Yutaka Kumada
Yasuhiro Kurita
Dora Leong
Allan MacKenzie
Yoshinori Maeda
Haruhito Matsuda
Rio Minami
Makoto Miura
Shigenori Namiki
Naoya Nishimura
Rob D. Perkins
S. Kent Roberts
Hiroki Saito
Nobuo Sato
Yasuo Sento
Kuniaki Seto
Greg Shannon
Hirohide Shimada
Tsuneyoshi Shimizu
Masako Shirokawa
Katsuhiko Takahashi
Hiroyuki Takahashi
Nobuo Takeuchi
Yasuo Taku
Takumi Tanaka
Caroline Tanimoto
Tatsuo Terasawa
Liam Thornton
Toshiyuki Watanabe
Latham L. Williams
Hitoshi Yagi
Noboru Yamada
Takeshi Yamada
Hiroo Yamaji
Shuko Yamauchi
List of Persons Interviewed
Company
Nippon Life Insurance Co.
Kenneth Leventhal & Company
Kumagai Gumi Co., Ltd.
Taisei Corporation
Takenaka Corporation
Dai-ichi. Life Insurance Co.
The Japan Development Bank
Sumitomo Trust & Banking Co., Ltd.
The Nippon Credit Bank, Ltd.
Shimizu Land
The Nippon Credit Bank, Ltd.
The Nippon Credit Bank, Ltd.
Yasuda Realty America Corporation
Mitsui Fudosan (U.S.A.), Inc.
California MEC, Inc.
Sumitomo Realty & Development CA., Inc.
Sumitomo Trust & Banking Co., Ltd.
Sanwa Bank California
City of Los Angeles
Gascon Mar Ltd.
Mitsui Fudosan (U.S.A.), Inc.
KG Land N.Y. Corporation
KG Land N.Y. Corporation
Sato Kogyo U.S.A. Inc.
NLI Properties, Inc.
Mitsubishi Trust & Banking Corporation
Hines Interests Limited Partnership
Real Estate Consultant
Mitsui Fudosan (U.S.A.), Inc.
The Nippon Credit Bank, Ltd.
Taisei Corporation
J.C. Investment & Realty Inc.
Shimizu Land
NLI Properties, Inc.
Kajima Development Corporation
Mitsubishi Trust & Banking Corporation
KG A&A Corporation
Takenaka Corporation
ANA Real Estate U.S.A., Inc.
Sumitomo Realty & Development CA., Inc.
Kenneth Leventhal & Company
City of Torrance
Shimizu Corporation
Project Manager
Mitsubishi Trust & Banking Corporation
Hines Interests Limited Partnership
The Nippon Credit Bank, Ltd.
ANA Real Estate U.S.A., Inc.
Obayashi Corporation
NLI Properties, Inc.
CDI West, Inc.
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Summary of Comments from Questionnaire and Interviews
(1) The declining real estate market in the U.S.
*Because Japanese companies have acquired real estate at peak prices, the this
recession is very serious. There are no refinancing opportunities and we
need to revise our strategy. (Anonymous Executive of a Real Estate
Company)
*I cannot predict how far prices will decline. If they have reached bottom, it
would be a good time to buy. But the current situation is still uncertain and
difficult to change. (Anonymous Executive of a Real Estate Company)
eI don't think the declining real estate market will continue for long. I
believe it only influences our short term business decisions, but does not
alter our long-term business objectives or trends. (Anonymous Executive of
a Real Estate Company)
*It's a good time for "restructuring". Now is a good time to watch the market
in order to devise a new strategy. To wait and see when it will be a good
time to start a new project again. (Anonymous Executive of a Real Estate
Company)
*Some people believe now is the best time to buy, but I'm going to wait a
little longer. There is no financing money available. (Anonymous
Executive of a Real Estate Company)
*Our investment horizon is long-term and our investment plan won't be
affected by a short-term decline of market prices. But to tell you the truth, I
felt the 1980's were not a desirable time to increase investment.
(Anonymous Executive of a Real Estate Company)
e We must wait for the recovery of the market. For a while, we need to be
cautious in selecting investment opportunities. (Anonymous Executive of
a Construction Company)
eWe expect the market to recovery mainly in the residential area later in
1992. However it will take more than two years for commercial property to
recover. (hotels, offices, etc.) (Anonymous Executive of a Construction
Company)
eI'm not worried about downtown CBD investment even though there is a
temporary decline in the market. But there is some risk even in the U.S.
markets, except maybe in Manhattan. (Anonymous Executive of a
Construction Company)
eJapanese investors realize that U.S. real estate is not only a dynamic profit
opportunity but sometimes depreciates by more than 50% during economic
or market declines. Currently there is an extreme oversupply. There are
also fundamental changes taking place in financial structures because of
problems with the S&L's and other institutional investors. This needs to be
watched. However, on the other hand, this may be a chance to buy good
property cheaply. (Anonymous Executive of a Construction Company)
/ The cycle of: money invested; demand-creation development; sale of the
property to collect capital gains; then start over by reinvestment in the next
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one, is no longer available. (Anonymous Executive of a Construction
Company)
eBecause the oversupply is produced by factors separate from real market-
decisive factors, we could have easily estimated the declining situation
even if there was no slow down in the economy. (Anonymous Executive of
a Trading Company)
*Oversupply and a declining real estate market reduces the investors' ability
to finance. From the perspective of the bank, the investors' declining ability
to pay bank loans and declining real estate collateral values will mean
declining loan asset quality in the near future. (Anonymous Executive of a
Bank)
*There is much more risk than in Japan and we are passive about investing.
(Anonymous Executive of an Insurance Company)
*When investing in an existing building, it's important to check the lease
expiration schedule. Diversification in lease expiration dates is desirable.
Also if the weak market condition is expected to continue into the future,
the term to expiration should be longer. So there is a possibility of investing
aggressively in projects where lease expirations come after the expected
market recovery. (Anonymous Executive of an Insurance Company)
*Because the appraised value of the collateral is decreasing, a considerably
unfavorable attitude toward real estate project financing is now prevalent.
(Anonymous Executive of a Bank)
(2)Tighter monetary control and the slow down of the Japanese economy
eBecause the role of Japanese financial institutions is very important in the
U.S. real estate financial markets, their recent negative attitude toward
Japanese development activities has a very negative effect. (Anonymous
Executive of a Real Estate Company)
*In California, the reliance on Japanese investment is higher than in other
states, so the shock is deeper. (Anonymous Executive of a Real Estate
Company)
*For developers who rely mostly on loans from Japanese banks, the credit
crunch affects them severely. They cannot turn to American banks because
they are having a credit crunch also. (Anonymous Executive of a Real
Estate Company)
*No more bubble investors! Now it's possible to purchase U.S. real estate at a
reasonable price based on the economics of the situation. (Anonymous
Executive of a Real Estate Company)
*No opportunities for a partnership with Japanese companies are available
right now. (Anonymous Executive of a Real Estate Company)
*When the enormous equity infusions from the parent company freeze for a
while, it causes a negative effect on overall performance . (Anonymous
Executive of a Construction Company)
*Because the fundamentals are not so bad, I believe it's only a short term
problem. I am more afraid of sentimental factors such as; the negative
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opinions towards Japanese investment in U.S. real estate. (Anonymous
Executive of a Construction Company)
*It's good for improving the attitude of financial institutions. (Anonymous
Executive of a Construction Company)
*We expect the effect of an easier monetary policy later in 1992. However, I
doubt it will lead Japanese investors to investment in U.S. real estate again.
(Anonymous Executive of a Construction Company)
*Tight money may have a big influence on real estate companies, but not so
much on construction companies. (Anonymous Executive of a
Construction Company)
*As the domestic recession in Japan goes on, the impact on overseas
investment might increases. However, the new trend seems to be toward
developing countries. (Anonymous Executive of a Construction Company)
*Japanese companies' appetite for investing in the U.S. has decreased
drastically. (Anonymous Executive of a Construction Company)
*As for existing property, there isn't much necessity to invest more money,
so the influence is small. However, if it's financed by a Japanese bank and
they tighten up on their conditions it will reduce our appetite for
investment. (Anonymous Executive of a Construction Company)
*A lack of financing opportunities is very threatening to development
activities. (Anonymous Executive of a Trading Company)
*Only healthy investors can stay in the market and the high risk-taking
bubble investors will disappear. (Anonymous Executive of a Trading
Company)
*As an institutional investor, it's better to invest in Japan than to invest in
other countries. (Anonymous Executive of an Insurance Company)
*If Japanese domestic demand was strong, there would be no money invested
in foreign markets. (Anonymous Executive of an a Insurance Company)
*As the inflow of 'Japanese money' into the U.S. real estate market decreases,
the ability to finance new business opportunities will decrease. On existing
projects, we must look at construction loans and refinancing loans
separately. Construction loans will have a negative effect on us as equity
infusion from Japan becomes more difficult. As for refinancing a project,
the influence of the slowdown in the Japanese economy is very slight or
almost non existent because the project must earn stable profits in the U.S
context. (Anonymous Executive of a Bank)
(3)Performance of the Japanese parent company
*Our parent company does not have enough money even for its own use in
Japan, let alone money to send overseas. (Anonymous Executive of a Real
Estate Company)
eIt's getting more and more difficult to get additional equity investment from
the parent company. (Anonymous Executive of a Real Estate Company)
*Because we still rely on the parent company's letter of guarantee for our
financing, the performance of the parent company has a big influence.
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Until we establish stable profits and make a stable contribution to the parent
company's profit, this influence will continue to exist. (Anonymous
Executive of a Construction Company)
*There is no relationship between the declining overseas investment
environment and the performance of the parent company. (Anonymous
Executive of a Construction Company)
*Through fiscal 1992, profits will increase. After that, the decline in domestic
demand may make profits decrease. (Anonymous Executive of a
Construction Company)
*We are different from manufacturing firms which must hold a lot of
inventory during a slow down in the economy. A construction company's
profit ratio doesn't decrease much even when our sales volume declines.
(Anonymous Executive of a Construction Company)
*The accumulated loss from the owned properties will affect the parent
company's consolidated financial statement a lot. In order to reduce our
excess liability, we need to sell out some of our properties as soon as
possible. (Anonymous Executive of a Construction Company)
*The environment for trading companies will get worse from now on.
(Anonymous Executive of a Trading Company)
*The domestic demand for money is expanding and so it becomes much
more difficult to invest in overseas markets, not only in real estate but in
general. (Anonymous Executive of an Insurance Company)
*The increasing competition among insurance companies for a better rate of
return makes it difficult to invest in low return projects any more.
(Anonymous Executive of an Insurance Company)
*Depreciation is a benefit, but it reduces the accounting profit and results in a
smaller dividend compared to a larger cashflow. Current financing from
our parent company is both equity and debt, but because the IRS is trying to
regulate the asset/equity ratio, it's more difficult to send money to our
parent, even interest payments. From now on we must increases the equity
investment from the parent company and take the accounting loss in order
to make use of the tax benefits. Therefore we have no increase in our
overall rate of return or in the value of our investment. (Anonymous
Executive of an Insurance Company)
*Japanese banks are regulated by the Ministry of Finance and the Bank of
Japan. By BIS rules, they require a certain asset/equity ratio in the real estate
portfolio. As a result, this profit center of the past will no longer exist in the
future. (Anonymous Executive of a Bank)
*It may have a negative effect on real estate project financing. But if real
estate project performance turns bad, banks can request higher interest rates
for new financing. Thus, it's possible that real estate will become recognized
as a higher profit area than other finance opportunities. (Anonymous
Executive of a Bank)
(4)Growing investment opportunities in other parts of the world (Europe,
Australia, etc.)
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elf the European real estate market were growing, the U.S. market might be
influenced. But a recession is prevailing in Europe too. Also, it's not easy
to refocus a portfolio from the U.S. to Europe. However, in the long run,
investment in Europe will be increased. (Anonymous Executive of a Real
Estate Company)
*In the end, geographic investment allocation is decided by the size of the
market in each area. (Anonymous Executive of a Real Estate Company)
*We are investing in London too, but the situation is worse than in the U.S.
(Anonymous Executive of a Real Estate Company)
*The U.S. is still the most stable country for investment opportunities.
(Anonymous Executive of a Real Estate Company)
eThe European economy is worse than the US economy. There is also an
instability in interest rates and turmoil in Eastern Europe. (Anonymous
Executive of a Construction Company)
*As for country risk, the U.S. is the safest. (Anonymous Executive of a
Construction Company)
*The growth opportunity in Eastern Europe and Southeast Asia is
breathtaking and investment in those areas will increase. However, for
political stability, social infrastructure and legal safety, the top position of
the U.S. won't change. (Anonymous Executive of a Construction Company)
*Asian countries are much more interesting than European countries.
(Anonymous Executive of a Construction Company)
*U.S. projects are totally independent of European projects. (Anonymous
Executive of a Trading Company)
e1 think European opportunities may increase. But investment won't
increase much from the perspective of a simple portfolio diversification
strategy. It doesn't mean investment relocation from the U.S.
(Anonymous Executive of a Trading Company)
(5) Specific difficulty associated with being a Japanese investor in obtaining
any information.
eIt's difficult to get information about a local community's attitude, needs
and concerns. (Anonymous Executive of a Real Estate Company)
*The fact that we have no historical presence in the local market is our
biggest handicap. (Anonymous Executive of a Real Estate Company)
eBasically, no problem. Some brokers give us Japanese translation
documents or video presentations in Japanese. They recognize Japanese
companies as good customers or "game" and bring us lots of information.
(Anonymous Executive of a Real Estate Company)
*We don't have access to early information about class A projects which will
be on the market soon at a price cheap enough to make a good profit. This
information comes and goes before Japanese companies can catch it. We
need to establish our credibility and make contacts with key people in order
to get nearer to the sources of this information. (Anonymous Executive of a
Construction Company)
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-We usually rely on information from Japanese companies and have to
accept less credibility. (Anonymous Executive of a Construction Company)
eAs for project information, it's difficult to find brokers who have analytical
ability. (Anonymous Executive of a Construction Company)
*Japanese Investors are weak in gathering real market information such as
tenant availability, and usually fail because of local brokers' sweet advise.
(Anonymous Executive of a Construction Company)
*Lack of ability to look into the contract documentation. (Anonymous
Executive of a Construction Company)
*We usually only get information on infamous projects (Known among
brokers but they are stalled) or projects already contracted for. It's rare to get
raw project information. (Anonymous Executive of a Construction
Company)
*It's not overstating things to say that all the information we get is generally
the residuals after the first owners' selection process. The good information
has already gleaned by someone else. We have learned the key factor to
future success is access to good information. (Anonymous Executive of a
Trading Company)
*Generally our competitor is a local firm. It's rare that the competitor is a
Japanese firm. The key element for us is the ability to correct and analyze
information quickly. The lack of English fluency is a basic handicap for us.
(Anonymous Executive of a Trading Company)
eUnderstanding of local government's approval system is difficult to grasp.
(Anonymous Executive of a Bank)
(6)Unique local community contribution programs
*A free open exhibition of company-owned original print photographs taken
by a famous U.S. photographer (Anonymous Executive of a Real Estate
Company)
*We will consider making a corporate citizenship contribution after we make
a profit. (Anonymous Executive of a Real Estate Company)
*Free TV dish antenna on top of the building for the use of public education
TV broadcasting. (Anonymous Executive of a Real Estate Company)
eBoyscouts, Association for historic preservation, universities, etc.
(Anonymous Executive of a Construction Company)
*We invite Local children to look at our new building. (Anonymous
Executive of a Construction Company)
*Donation to the New York Art School and contribution of public art to the
city. (Anonymous Executive of a Construction Company)
*S.R.O. compensation (Anonymous Executive of a Construction Company)
*Offer space to public museum exhibitions. (Anonymous Executive of a
Construction Company)
*Offer of free space to the America's Cup committee. (Anonymous Executive
of a Construction Company)
*Nothing is being done because we don't know how to behave even though
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we understand the necessity for this kind of corporate citizenship. We have
established a matching donation policy where the company matches the
amount an donated by employees to non-profit organizations which benefit
community. However, these small amounts ($100, $200..) have no impact.
On the other hand, a large contribution might induce some conflict of
interest. Knowing what to do is not so easy. (Anonymous Executive of a
Bank)
(7)The biggest surprise in investing in U.S. real estate
eThere are no "typical" real estate markets in the U.S. Analyses of sub-
markets, especially supply and demand, is necessary in making investment
decisions. (Anonymous Executive of a Real Estate Company)
*The rapid movement of the best location in a certain economic area.
(Anonymous Executive of a Real Estate Company)
*A current golden location may not be so golden in 5 years. (Anonymous
Executive of a Real Estate Company)
*The high liquidity in real estate. (Anonymous Executive from a Real Estate
Company)
*Some American companies easily sell important property simply to make
the financial statement look good at the end of the fiscal year. I can
appreciate this characteristic of American firms to pursue short term
benefits for their shareholders. (Anonymous Executive of a Real Estate
Company)
e In residential development, the key to success is "political power".
(Anonymous Executive of a Real Estate Company)
*In local small to medium-sized cities, even one new office building can
often change the market drastically, so past market trends sometimes make
no sense. (Anonymous Executive of a Real Estate Company)
*It's shameful that certain investors (who usually were not in the real estate
business before) purchased land-mark properties at extremely high prices.
Their business will go poorly. (Anonymous Executive of a Real Estate
Company)
eLocal employees who complained about the Japanese management style
have recently realized the merits of Japanese companies. They know that
many American real estate companies employees have lost their jobs.
(Anonymous Executive of a Real Estate Company)
-I don't think Japanese construction companies are very serious about the
U.S. real estate business. If they can sell their property at a good price, they
will sell. But if you really want to build up a good portfolio, you have to be
ready to hold the properties. Eventually, good properties and bad properties
will cancel out the real estate cycles and stabilize the business. (Anonymous
Executive of a Real Estate Company)
*We have been in this market for 20 years. If other Japanese investors want
to make good investments, please come see us. (Anonymous Executive of a
Real Estate Company)
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*Japanese companies should become part of the local community because real
estate investment sometimes requires very local knowledge. (Anonymous
Executive of a Real Estate Company)
*We can find the lots for development (new supply) comparatively easily
even in big U.S. cities. So, I feel development is much better than investing
in existing buildings. (Anonymous Executive of a Real Estate Company)
*The oversupply inclination of the U.S. market is caused by the abundance of
developable property and less development regulations than in Japan.
Therefore investors should be aware of real estate market cycles and watch
the timing of their investments. (Anonymous Executive of a Real Estate
Company)
eInternationally, there are similarities among big cities which are thought of
as "Money centers". In these cities, most office space is occupied by the
financial services industry. Office building investments in all of these cities
carry the same risk as Tokyo. Financial risks are adjusted among the "G5"
and the "G7". So, the diversification of risks by portfolio strategy among the
money center cities is no longer effective. (Anonymous Executive of a Real
Estate Company)
*In the U.S. construction schedules are always delayed and on time project
completion doesn't happen very often. In Japan we are proud of our on
time project control. The U.S. construction industry's culture is totally
different than Japan's and we should have been aware of it. (Anonymous
Executive of a Construction Company)
*The need for time-consuming coordination caused by too much job
differentiation between advisors and consultants. (Anonymous Executive
of a Construction Company)
*Every project fluctuates, both in a microscopic and in a macroscopic way.
Difficulty in the approval process of development creates competition
among abundant developers and leads to automatic construction starts even
though there are signs of negative market conditions. It's Difficult to select
good developers among the thousands available. The American way of
thinking is too optimistic. (Anonymous Executive of a Construction
Company)
*Difficulty in the approval process for development. No standardization.
The power of negotiation affects a lot. (Anonymous Executive of a
Construction Company)
*The energy-consuming contract negotiation process. Although it requires a
lot of cost and time, it's normal to have re-negotiations or change orders
later. (Anonymous Executive of a Construction Company)
eThere is no common way or standard pattern of doing things. Everything
is decided by negotiation. There are no "impossible" financial or JV
structures. We must simply agree upon with our partner. (Anonymous
Executive of a Construction Company)
*It's necessary to use a lawyer to assess contract documents. The enormous
legal cost is one obstacle to proceeding with projects. On the other hand, in
a workout, the contract is usually inferior to basic laws. The time and
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money spent on it's of no use in these cases. (Anonymous Executive of a
Construction Company)
eMany American executives receive huge salaries and are too selfish. They
object to investing in R&D for the future even if the company is operated
badly now. Then they hide or run away in bankruptcy. To my surprise,
American society accepts this attitude. (Anonymous Executive of a
Construction Company)
*The American market is open to everyone, there is no persistence to land
ownership. (Anonymous Executive of a Construction Company)
*The need to study the types of structures used in structuring deals between
American developers and American or European investors beforehand.
(Anonymous Executive of a Construction Company)
*How to obtain and keep credible and capable local staff in-house?
(Anonymous Executive of a Construction Company)
*There are many types of developers in the U.S. real estate industry. We
need to recognize the characteristics of each type before we go into
partnership with them. Sometimes we fail to grasp the degree of risk
beforehand. (Anonymous Executive of a Construction Company)
*In many cases, Japanese investors took part in development projects
without further consideration of market trends and failed. There is a
shortage of market supply-demand information due to the limited number
of sources. (Anonymous Executive of a Construction Company)
eThe lack of knowledge and management ability in Japanese representatives.
It's necessary to participate in training programs or study at academic
institutions such as MIT. (Anonymous Executive of a Construction
Company)
*In the U.S. we can try new designs, new methods of project cordination and
can have many other exciting ideas. The U.S. is the best place for new
experiments. (Anonymous Executive of a Construction Company)
eVertical integration is too risky in the U.S. You have to strictly discipline
each division to prevent them from compromising too much with other
inter-company divisions. (Anonymous Executive of a Construction
Company)
eaWe need in-house experts who can deal with our U.S. partners at their level.
Until recently, we have been involved in large projectsa without true
understanding of the U.S. system. (Anonymous Executive of a
Construction Company)
eIn Joint Ventures, the U.S. developer decides most of the issues. It's difficult
for us to step in and make decisions independtly when they know the
current conditons better than we do. (Anonymous Executive of a
Construction Company)
*The need to make a long-term investment plan including financing and a
proper portfolio diversification model addressing both types and sizes.
(Anonymous Executive of a Construction Company)
eIn real estate investment, we must analyze investment opportunities over
the long-term. Corporate investors usually stick to the cashflow of the fiscal
213
year (not the profit for tax reporting) and tend to be passive about investing
in a currently declining economic phase. (Anonymous Executive of a
Construction Company)
eIn the future, investors who invest in smaller cities or can diversify their
portfolios both in form and project type will succeed. (Anonymous
Executive of a Construction Company)
*We have to decide if we are passive investors or developers and the range of
responsibilities and risks we are willing to assume. We should avoid being
pushed into a one-sided obligation where we are only the deep pocketed
financial partner, by making the role of each partner more clear and sharing
the downside risks. (Anonymous Executive of a Construction Company)
*Less efficiency and a lack of special knowledge in development,
maintenance and general management. (Anonymous Executive of a
Trading Company)
*To control the risks, we need someone local who has strong leadership
ability and decision making authority. (Anonymous Executive of a Trading
Company)
*This industry earns considerably low social recognition, similar to "3K" in
Japan. U.S. young labor tends to avoid this career and this shortage has been
supplied by new immigrants from developing countries. We should
recognize it as a problem that Japan will face in the near future.
(Anonymous Executive of a Trading Company)
*Real estate is basically defined as the right to use a certain territory of land
for private use. In short, it's a portion of the rights of the country and it's
usually only open to the citizens of the country. So we should recognize
that the U.S. is a rare country to make this right open to foreigners.
(Anonymous Executive of a Trading Company)
*Now investors are changing their investment criteria from appreciation to
current cashflow. For example the cap rate is now more important than the
IRR. In the future, the investors who can't analyze cashflow themselves
and rely on outside advice will not succeed in investing. (Anonymous
Executive of an Insurance Company)
oIt's important for Japanese (Insurance companies), to have a Road Map for
everything. They would like to write down, in the documentation, what
will happen for every possible circumstance that might come up? And
frankly that takes forever. (Anonymous U.S. Executive of a Insurance
Company)
eOnly investors who continuously invest in the U.S. market based on past
experiences and lessons will succeed in achieving good long-term
performance. We can only avoid the cyclical effect of the economy and
acquire the structural know-how through continuous investment. This
will also establish local credibility and achieve localization of investment
activity, even though there are still many problems caused by differences in
language, culture, legal matters and accounting methods. (Anonymous
Executive of a Insurance Company)
*Small to medium-sized investors now have many projects which were
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managed very badly. There are lots of examples of basic mistakes that were
made due to a lack of understanding the U.S. system or a lack of
information. We don't find these kinds of mistakes in their domestic
projects. Actually their attitude was too loose and they didn't consider the
risks. It will take them two or three years to restart their investment
activities. But they will be much better educated as a result of these past
experiences. (Anonymous Executive of a Bank)
*Too much real estate development without real demand is the basic
problem of the currently declining real estate market. Investment in real
estate using high leverage for tax shelter purposes and speculation invites
the big bubble economy. This causes an imbalance in demand and supply
resulting in market destruction and a credit crunch. (Anonymous Executive
of a Bank)
-Currently, all investors and financial institutions that are connected with
highly leveraged transactions are struggling for recovery. It's a common
problem for both American and foreign corporations. I don't think
Japanese investors have any more disadvantages in the U.S. real estate
market than American investors. (Anonymous Executive of a Bank)
*Banks and investment companies wooed Japanese investors into U.S. real
estate investment. When professional developers are doing so badly in the
U.S. there is no chance for new entrants to make money. It's not a problem
unique to the Japanese. Japanese investors were no different than the U.S.
Savings and Loans . (Anonymous Executive of a Bank)
*There was general confusion about the competitive strength of Japanese
manufacturing industry versus the Japanese service industry. Japanese
industry is generally a weak performer when it tries to export its services,
sucfh as banking, real estate, entertainment, etc. In the service industry, we
must be able to deal with local people. (Anonymous Executive of a Bank)
eJapanese investors are holding some of the best properties which will come
back in the long run. Some of them will never be duplicated in terms of
quality and location. Overall, they can work it out."(Anonymous Executive
of an Accounting Firm)
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Appendix VII Raw Results of Survey Data
I-1 3yrs ago Current 3 yrs later Future expansion Total
-2 -1 .0 1 2
1B 3 3 3 2. 1 3
C 9 10 12 2 3 4 1 10
I 2 6 6 1 4 1 6
R 8 9 10 1 5 3 9
T 5 5 4 1 1 1 2 1 5
Total 27 33 35 4 7 15 7 1 33
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
2B 2 1 2 1
C 10 12 11 3 2 3 4 12
I 2 4 4 1 2 1 4
R 6 8 9 2 3 3 1 8
T 3 5 4 1 2 1 2 5
Total 23 30 28 7 4 10 9 3 30
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
3B 2 2 2 2
C 4 8 8 2 4 1 1 8
I 2 5 3 2 3 5
R 4 4 4 0 1 2 1 4
T 3 5 3 1 2 1 5
Total 15 24 17 7 10 5 2 0 24
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
4B 5 5 5 1 3 1 5
C 4 6 6 2 2 1 1 6
I 1 1 2 1 1
R 5 6 6 1 3 2 6
T 0
Total 15 18 19 4 5 7 2 0 18
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
5 B 3 3 3 2 1 3
C 1 2 4 1 2 2
1 0
R 2 5 7 3 3 1 5
T 2 2 1 1 1 2
Total 8 12 15 1 0 7 5 2 12
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
-----------------------------------------------
0
6B
C 9 12 13 1 1 3 4 3 12
1 0
R 1 1 1 1
T 0
Total 9 13 14 1 2 3 4 3 13
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3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
7B 2 3 2 1 1 1 3
C 9 10 10 1 4 3 2 10
I 1 1 1 1 1
R 7 9 10 1 5 3 9
T 3 3 3 1 1 1 3
Total 22 26 26 2 6 6 8 4 26
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
8B 2 2 2 2 2
C 2 3 3 1 2 3
1 0
R 3 3 5 1 2 1 3
T 0
Total 7 8 10 0 1 3 4 1 8
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
9- B 2 2 2 2 2
C 1 4 5 1 2 1 4
1 0
R 5 5 7 1 4 1 5
T 0
Total 8 11 14 0 1 5 5 1 11
3yrs ago Current 3 yrs later Future expansion Total
-2 -1 0 1 2
10 B 0
C 0
1 0
R 1 1 1 1
T 1 1 1 1 1
Total 1 2 2 0 1 0 1 0 2
1-2
0 1 2 Total
1B 1 3 4
C 0 6 7 13
I 0 2 4 6
R 0 5 5 10
T 1 1 3 5
Total 2 17 19 38
0 1 2 Total
2B 1 3 4
C 4 6 3 13
I 5 1 6
R 3 4 3 10
T 3 1 1 5
Total 16 15 7 38
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0 1 2 Total
3 B 1 2 1 4
C 2 7 4 13
I 1 3 2 6
R 0 4 6 10
T 2 2 1 5
Total 6 18 14 38
0 1 2 Total
---------------------
4B 4 4
C 3 8 2 13
I 1 3 2 6
R 1 8 1 10
T 3 1 1 5
Total 8 24 6 38
0 1 2 Total
5 B 1 3 4
C 5 7 1 13
1 5 6
R 1 7 2 10
T 3 1 1 5
Total 10 19 9 38
0 1 2 Total
---------------------
6 B 1 3 4
C 7 5 1 13
I 4 1 1 6
R 3 6 1 10
T 3 1 1 5
Total 18 16 4 38
0 1 2 Total
---------------------
7B 3 1 4
C 2 8 3 13
I 3 3 6
R 8 2 10
T 4 1 5
Total 12 21 5 38
0 1 2 Total
--------------------
8 B 3 1 4
C 4 6 3 13
1 2 3 1 6
R 1 8 1 10
T 5 5
Total 15 18 5 38
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1-3 U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
1B 3 3 3 3 2 1 3 1 1 2
C 10 10 7 3 10 5 4 1 10 2 7 1 10
I 5 1 6 5 1 6 3 1 2 6 2 3 1 6
R 10 10 9 1 10 5 5 10 5 4 1 10
T 5 5 3 2 5 2 1 2 5 2 3 5
Total 33 0 1 34 27 7 0 34 17 11 6 34 11 18 4 33
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
2B 1 1 1 1 1 1 1 1
C 11 11 8 3 11 6 4 1 11 2 8 1 11
I 3 1 4 3 1 4 1 1 2 4 2 2 4
R 7 1 8 6 1 1 8 4 3 1 8 4 2 2 8
T 2 3 5 3 1 1 5 2 2 1 5 2 2 1 5
Total 24 4 1 29 21 6 2 29 13 10 6 29 10 15 4 29
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
3B 2 2 2 2 1 1 2 1 1 2
C 6 1 7 4 2 1 7 4 1 2 7 7 7
I 2 1 2 5 3 2 5 1 2 2 5 2 3 5
R 3 1 4 2 2 4 2 2 4 1 3 4
T 0 0 0 0
Total 13 2 3 18 11 6 1 18 8 5 5 18 3 14 1 18
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
4 B 4 4 4 4 2 1 1 4 1 2 1 4
C 5 5 5 5 2 2 1 5 2 3 5
I 2 2 2 2 1 1 2 1 1 2
R 5 1 6 3 3 6 2 4 6 1 5 6
T 3 3 2 1 3 1 2 3 1 2 3
Total 19 1 0 20 16 4 0 20 8 7 5 20 6 13 1 20
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
5B 2 2 1 1 2 2 2 2 1 3
C 1 2 3 1 2 3 2 1 3 2 2
1 0 0 0 0
R 3 2 5 3 2 5 1 4 5 3 2 5
T 1 1 1 1 1 1 1 1
Total 6 1 4 11 5 6 0 11 1 9 1 11 3 7 1 11
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
6 B 0 0 0 0
C 9 2 1 12 5 6 1 12 2 7 3 12 3 4 1 8
1 0 0 0 0
R 1 1 1 1 1 1 1 1
T 0 0 0 0
Total 10 2 1 13 5 7 1 13 2 8 3 13 3 5 1 9
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U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
7B 3 3 3- 3 2 1 3 3 3
C 9 9 6 3 9 5 3 1 9 1 8
I 1 1 1 1 1 1 1 1
R 8 8 7 1 8 5 3 8 3 4 1 8
T 1 1 2 1 1 2 2 2 2 2
Total 22 1 0 23 18 5 0 23 13 6 4 23 5 17 1 23
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
1 1 1 1 1 10
C 2 1
R 3
3 3
0
3 3
3 3
3 1 2
3 3 1 4
3 2 1 3
Total 6 1 0 7 7 0 0 7 4 3 0 7 2 3 2 7
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
9B 2 2 1 2 3 1 1 2 2 2
C 2 2 4 1 2 3 3 1 4 4 4
R 3 2 5 1 4 5 1 4 5 1 4
Total 7 2 2 11 3 8 0 11 2 8 1 11 1 10 0 11
U.S. resesion Japan economy Profit Europe
- 0 + Total - 0 + Total - 0 + Total - 0 + Total
0O B 0~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~0 0
C 0 0 0 0
1 0 0 0 0
R 1 1 1 1 1 1 1 1
T 1 1 1 1 1 1 1 1
Total 2 0 0 2 2 0 0 2 1 1 0 2 2 0 0 2
II Most Important
Market* B C I R T Total
U.S. Consultant 1 2 2 1 6
U.S. Broker 2 1 2 1 6
Jap Inhouse 1 3 1 5
U.S. Real Estate 1 2 1 4
U.S. Accounting 3 3
U.S. JV partner 2 2
Jap Bank 1 1 2
U.S. Bank 1 1
Jap Trading 1 1
U.S. Univ. 1 1
U.S. Personal
Total
Most Important
Project* B C I R T Total
U.S. Broker 2 1 4 1 8
Jap Inhouse
U.S. JV Partner
U.S. Real Estate
U.S. Consultant
Jap Bank
U.S. Bank
Jap Trading
Total
2 1 1 3
2 1 3
2 1
3
1 1
1
1
3 10 6 8 4
1 1
3 10 6 9 4 32
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Top S
Market* B C I R T Total
U.S. Real Estate 5 7 5 7 4 28
U.S. Broker 3
U.S. Consultant 2
Jap Bank 1
U.S. Accounting 2
U.S. Bank 2
U.S. JV partner 1
Jap Inhouse 3
Jap Reale Estat. 1
U.S. Associatior 2
U.S. Univ.
Jap Constructic 1
Jap Trading
Jap Insurance
Jap Consulting
Jap Association
U.S. Media
U.S. Construction
U.S. Government
Jap Person
Jap Group Co.
Total 23
11-2 Finance
7 3 6 2 21
6 4 3 3 18
10 3 4 18
7 2 2 4 17
2 3 5 3 15
5 1 5 2 14
2 1 6 2 14
3 1 2 7
2 2 1 7
2 2 1 5
1 1 3
2 2
2 2
1 1 2
2 2
1 1 2
1 1
1 1
1 1
1 1
60 25 49 24 181
Bank
Top 5
Project* B C I R T Total
U.S. Broker 3 9 4 8 3 27
U.S. Real Estate 2 9 4 7 3 25
U.S. Consultant 4 8 4 4 3 23
Jap Inhouse 2 4 2 6 4 18
U.S. JV partner 1 5 1 6 4 17
Jap Bank 2 8 2 2 1 15
U.S. Bank 1 2 2 6 4 15
U.S. Accounting 1 6 2 2 2 13
Jap Real Estate 1 1 2 2 6
Jap Construction 1 2 1 1 5
U.S. Associatior 1 1 3 5
Jap Insurance 2 2
Jap Trading 2 2
Jap Consulting 1 1 2
U.S. Media 1 1
U.S. Constructic 1 1
U.S. Governmei 1 1
U.S. Univ. 1 1
jap Gorup 1 1
U.S. Person 1 1
Total 23 59 25 49 25 181
Fin. Scheme Securitization
-- - Y $ -Total Jap U.S. Total Proj. Corp.Total Exist Plan No _Total
B 4 4 3 3 3 1 4 3 1 4
C 12 12 11 1 12 8 4 12 1 3 8 12
1 6 6 3 3 1 1 2 3 5
R 1 9 10 10 10 2 8 10 6 2 2 10
T 5 5 3 2 5 3 2 5 2 1 2 5
Total 1 36 37 30 3 33 16 16 32 12 9 15 36
11-3 3yrs ago Current 3 yrs later
Project 1 2 3 4 _5Total 1 2 3 4 _ 5Total 1 2 3 4 _ 5Total
B 3 2 5 3 1 1 5 3 1 1 5
5 6
3 2
1 8
11 1 11
5 1 5
1 10 1 7 1 1
T 5 5 4 1
Total 12 23 0 1 0 36 6 28 3 1 0
3yrs ago Current
12 1 8 2 1 12
6 1 4 1 6
10 6 3 1 10
5 4 1 5
38 5 23 4 4 2 38
3 yrs later
Finance 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
B 2 2 4 1 2 1 4 1 1 2 4
C 4 5 1 1 11 2 8 1 1 12 1 7 3 1 12
I 4 1 5 4 2 6 3 2 1 6
R 3 5 1 1 10 1 6 1 1 1 10 1 4 3 2 10
T 2 3 5 2 3 5 2 3 5
Total 13 15 1 4 2 35 8 20 3 5 1 37 6 16 6 7 2 37
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III-1
1 2 3 0 Total
1. B 5 5
C 1 12 13
1 3 3 6
R 1 1 8 10
T 1 4 5
Total 1 6 32 0 39
1 2 3 0 Total
2.B 1 2 2 5
C 3 3 6 1 13
6
1 10
I
R
T
Total 17 11 4 39
1 2 3 0 Total
3.B 1 2 1 4
C 3 4 5 1 13
I 3 3 6
R 1 5 3 1 10
T 4 1 5
Total 5 18 12 3 38
1 2 3 0 Total
4. B 3 2 5
C 1 5 7 13
1 5 1 6
R 4 6 10
T 4 1 5
Total 1 21 17 0 39
1 2 3 0 Total
5. B 1 4 5
C 7 3 2 1 13
I 4 1 1 6
R 4 3 2 1 10
T 1
Total 17
5
4 3 39
1 2 3 0 Total
6.B 2 1 2 5
C 5
I 4
R 4
T 2
Total 17
5 2 1 13
3 3
3
11 10
10
5
1 39
1 2 3 0 Total
7B 5 5
C 5 2 6 13
I 1 3 1 1 6
R 7 3 10
T 3 2 5
Total 16 15 7 1 39
1 2 3 0 Total
8B 1 4 5
5 7
2 2
7 3
3 2
1 13
2 6
10
Total 18 18 0 3 39
1 2 3 0 Total
9B 2 3 5
C 7 3 3 13
I 1 4 1 6
R 1 6 3 10
T 1 2 2 5
Total 12 18 9 0 39
1 2 3 0 Total
10B 2 2 1 5
C 6 2 3 2 13
I 1 1 1 3 6
R 3 5 1 1 10
T 1 1 2 1 5
Total 13 11 8 7 39
1 2 3 0 Total
11B 2 2 1 5
C 6 2 3 2 13
1 3 3 6
R 3 3 3 1 10
T 1 1 3 5
Total 15 11 10 3 39
1 2 3 0 Total
12 B 1 3 1 5
C 3 3 6 1 13
1 3 2 1 6
R 5 3 2 10
T 1 1 3 5
Total 13 12 13 1 39
1 2 3 4 Total
B 1 1 1 1 4
C 6 5 1 12
1 2 4 6
R 5 5 10
T 3 2 5
Total 3 15 17 2 37
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I-1 Current Future expansion Total
-2 -1 0 1 2
1 -83 19 1 3 9 5 1 19
84- 13 3 2 5 3 13
Total 32 4 5 14 8 1 32
Current Future expansion Total
-2 -1 0 1 2
2 -83 17 2 2 6 6 1 17
84- 12 3 2 4 3 12
Total 29 5 4 10 9 1 29
Current Future expansion Total
-2 -1 0 1 2
3 -83 13 6 3 4 13
84- 9 4 3 2 9
Total 22 6 7 7 2 0 22
Current Future expansion Total
-2 -1 0 1 2
4 -83 8 3 2 3 8
84- 8 2 3 2 1 8
Total 16 5 5 5 1 0 16
Current Future expansion Total
-2 -1 0 1 -- 2
5- 3 3 3 5
84- 5 1 1 3 8
Total 8 1 0 4 3 0 13
Current Future expansion Total
-2 -1 0 1 2
6 -83 6 1 1 4 6
84- 7 1 2 1 3 7
Total 13 1 1 3 5 3 13
Current Future expansion Total
-2 -1 0 1 2
7 -83 15 1 3 2 6 3 15
84- 8 2 3 2 1 8
Total 23 1 5 5 8 4 23
Current Future expansion Total
-2 -1 0 1 2
8 -83 7 1 2 3 1 7
84- 1 1 1
Total 8 0 1 2 4 1 8
Current Future expansion Total
-2 -1 0 1 2
9 -83 7 2 5 7
84- 2 1 1 2
Total 9 0 1 3 5 0 9
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-2 -1 0 1 2
10 -83 2 1 1 2
84- 0
Total 2 0 1 0 1 0 2
II Market* -83 84- Total-
U.S. Broker 5 1 6
U.S. Consultant 3 2 5
Jap Inhouse 2 2 4
U.S. Real Estate 3 1 4
U.S. Accounting 2 1 3
U.S. JV partner 1 1 2
Jap Bank 1 1
U.S. Bank 1 1
Jap Trading 1 1
U.S. Univ. 1 1
U.S. Personal 1 1
Total 18 11 29
- 83 84- Total
U.S. Real Estate 12 10 22
U.S. Broker
Jap Bank
U.S. Consultant
U.S. Accounting
U.S. Bank
U.S. JV partner
Jap Inhouse
Jap Reale Estate
U.S. Univ.
U.S. Association
Jap Group Co.
Jap Trading
Jap Insurance
Jap Consulting
U.S. Media
Jap Association
U.S. Construction
Jap Construction
U.S. Government
Jap Person
Total
11-3 Current
Project
-83
84-
2 6
6 11
8 8
9 6
0 4
6 7
8 3
2 4
4 2
4 1
1 1
1 1
1 1
2
1 1
1
1
Project* -83 84- Total
U.S. Broker 8 1 9
U.S. JV Partner 4 2 6
Jap Inhouse 1 4 5
U.S. Real Estate 1 2 3
U.S. Consultant 1 2 3
Jap Bank 1 1
U.S. Bank 1 1
Jap Trading 1 1
Total 17 12 29
-83 84- Total
U.S. Real Estate 14 10 24
U:S. Broker
U.S. Consultant
Jap Inhouse
U.S. JV partner
U.S. Bank
Jap Bank
U.S. Accounting
Jap Real Estate
Jap Construction
U.S. Association
Jap Insurance
Jap Trading
Jap Consulting
U.S. Media
U.S. Person
Total
8 20
9 19
5 17
8 16
4 15
7 13
3 10
4 5
5 5
1 4
1 2
1 2
1 1
1 1
1
58 131
70 155
1 2 3 4 5 Total
3 14 1 1 19
13
3 27 3 1 0 34
Current
Finance 1 2 3 4 5 Total
~83 3 11 1 3 1 19
84- 4 7 2 2 15
7 18 3 5 1 34
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TotalCurrent Future expansion
1 2 3 4 T 1 2 3 4 T 1 2 3 4 T
2 2 4 2 2
7 4 1 12 6 5 1
3 2 5 4 2
6 2 1 9 5 4 1
2 2 1 5 2 2 1
20 12 3 0 35 19 15 3
4 2 1 1 4
12 3 8 1 12
6 4 2 6
10 3 3 1 2 9
5 2 1 2 5
0 37 14 15 4 3 36
3 Years ago
1 2 3 4 T
2 1 1
6 3 3
2 2 1
2 4 3
1 4
13 10 12
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3
4 2 2
12 5 3 4
3
45 1
0 35 11 10 15
Current
1 2 3 4 T
1 10 6 3
5 1 4
1 37 5 16 15
3 Years Later
1 2 3
3. B 1 1 2 4 1 1 2 4 1 1 2 4
C 4 4 4
10 12 12
1 9
5
1 35
12 3 4 5
5 3 3
9 12 14
2 10
5
12 1 5 6
6 2 4
3 4
1 1 3
2 37 5 14 15
Current
1 2 3 4 T
3 Years Later
1 2 3 4 T
4. B 1 2 1
C 2 10
I 2 2 1
R 3 3 3
3 1
2 10
3 2 1
Y' 5 4
6 9 20 0 35 4 12 21
4 3 1 4
L2 1 11 12
6 3 2 1 6
[0 4 4 1 9
0 37 3 10 22
5
1 36
3 Years ago
1 2 3 4 T
5. B 1 3
C 5 6
I 2 2 1
R 2 5 2
T 1 4
Current
1 2 3 4 T
4 1 3
11 2 7 2
5 2 3 1
9 1 3 6
10 17 7 0 34 6 16 14
3 Years Later
1 2 3 4 T
4 1 3
5 1 4
0 36 3 17 13
1 11
6
1 9
5
2 35
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1. B
C
I
R
T
2. B
C
I
R
T
4 T
4
12
6
9
5
0 36
4 T
3 Years ago
1 2 3 4 T
2 9
5
2 36
3 Years ago Current 3 Years Later
3 Years ago
1 2 3 4 T
2 2 4
1 3 7 11
4 1 5
R 2 3 3
T 3 2
3 11 18
Current
1 2 3 4 T
2 2
1 3 7
8 1 4 4
5 1 2 2
1 33 3 11 19
3 Years Later
1 2 3 4 T
4 2 2 4
11 1 3 6 1 11
4 2 6
2 35 4 11
3 3 6
1 1 8
2 5
14 5 34
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3 4 T
7. B 1 2 1 4 3 1 4 3 1 4
C 2 10
I 1 4
R 4 5
2 3
6 10 19
12 1 11
5 1 4 1
9 4 6
5 2 3
0 35 1 14 22
5
0 37
1 10
1 4
1 7
2 3
1 11 21
3 Years ago
1 2 3 4 T
2 1 48. B 1
C 2 5 5
I 2 3
R 3 1 5
T 2 2
6 10 17
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
2 2 4
12 1 -5 6
5 1 5
9 4 6
4 1 3
1 34 1 11 22
12
6
10
4
2 36
Current
1 2 3 4 T
3 Years Later
1 2 3 4 T
2 2 4
2 10 12
1 5 6
2 6 1 9
3
5 26
3 Years Later
1 2 3
4
3 35
4 T
9. B 1 1 2 4 3 1 4 2 2 4
C 3 4 4 1 12 5 7 12 2 10 12
I 2 3 5 6 6 5 1 6
R 1 2 6 9 3 7 10 8 1 9
T 1 2 2 5 1 4 5 1 4 5
6 11 17 1 35 0 9 27 1 37 0 3 29 4 36
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3
10.B 1 2 1 4 1 3 4 1 2 1 4
C 1 9 2 12 3 7 1 1 12 3 6 1 1 11
I 4 1 5 4 2 6 3 2 1 6
R 2 5 2 9 2 6 1 1 10 2 6 1 9
5 1 2
1 35 11 20
2 5 2 3 5
4 2 37 9 18 6 2 35
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6. B
C
I
1 6
1 9
5
3 36
2 1
10 18
4 T
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3 4 T
11. B 2 2 4 2 2 4 2 1 1 4
C 5 2 5 12 4 5 3 12 4 5 3 12
3 2 5 2 4
2 5 2 9 2 5
3 2 5 4 1
15 13 7 0 35 14 17
6 1 5
3 10 2 4
5 2 3
6 0 37 11 18
6
2 1 9
5
5 2 36
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3
12. B 1 1 2 4 1 3 4 1 2 1 4
C 4 3 5 12 2 3 7 12 3 9 12
I 4 1 5 4 2 6 3 1 2 6
R 3 2 4 9 1 4 5 10 2 6 1 9
T 1 1 2 1 5 2 2 1 5 1 3 1 5
13 8 13 1 35 8 11 17 1 37 1 9 21 5 36
Current
1 2 3 4 T
3 Years Later
1 2 3
13.B 1 3 4 1 3 4 1 3 4
C 4 6 1 1 12
I 3 2 5
R 1 5 3 9
2 3
11 19
5
4 1 35
3 Years ago
1 2 3 4 T
3 7 2
3 3
2 4 4
4 1
9 21 7
Current
1 2 3 4 T
10 2 3
5 2
0 37 12 15
3 Years Later
1 2 3
14. B 1 1 2 4 1 1 2 4 1 1 2 4
C 4 4 3 1 12 3 6 3 12 2 5 5 12
1 2 2 1 5 3 2 1 6 3 2 1 6
R 2 6 1 9 3 6 1 10 3 5 1 9
T 1 3 1 5 1 2 2 5 2 1 1 1 5
8 16 9 2 35 8 17 9 3 37 8 14 10 4 36
3 Years ago
1 2 3 4 T
Current
1 2 3 4 T
3 Years Later
1 2 3
15. B 1 2 1 4 2 1 1 4 1 2 1 4
C 1 5 6 12 4 8 12 4 8 12
I 1 2 2 5 1 3 2 6 4 2 6
R 2 2 5 9 1 4 5 10 4 5 9
2 2
5 11 16
1 5
3 35 3 1
1 3 1 5 1 3
1 20 3 37 0 10 22
1 5
4 36
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4 T
3 Years ago
1 2 3 4 T 4 T
12
6
1 9
5
1 36
4 T
4 T
3 Years ago
1 2 3 4 T 1 2 3 4 T 1 2 3 4 T
16. B 1 2 1 4 1 2 1 4 1 1 1 1 4
C 4 6 2
1 2 3
R 1 4 3
T 1 3 1
9 18 6
3 Years ago
1 2 3 4 T
12 3 5 4
5 2 4
1 9 6 3
5 1 2 2
2 35 7 19 9
Current
1 2 3 4 T
12 3 4 5
6 1 5
1 10 3 5
5 2 3
2 37 5 15 14
3 Years Later
1 2 3 4 T
1 2
1 5 5
2 1 1
4 4
3 2
6 13 12
3 Years ago
1 4
1 12
1 5
1 9
1 2 3 4 T
1 2 1 4 1
1 7 4 12 1 9
2 2 1 1 6 2 2
4 6
5 2 3
35 5 17 13
Current
1 2 3
2
2
1
10 3 4
5 2 2 1
2 37 5 17 10
3 Years Later
4 T 1 2 3
18.B 1 2 1 4 1 2 1 4 2 2 4
C 9 3 12 8 4 12 7 5 12
I 1 3 1 5 1 4 1 6 1 4 1 6
R 6 3 9 6 3 1 10 6 3 9
T 4 1 5 4 1 5 4 1 5
21 11 1 2 35 20 13 2 2 37 18 14 1 3 36
VI. 1 2 3 0 T
1-1B 3 1 1 5
C 4 6 1 1 12
I 1 3 2 6
R 3 6 1 10
1 3 1
Tota 12 19
5
5 2 38
1 2 3 0 T
2-1. B 2 1 1 4
C 7 2 2 1 12
I 4 2 6
R 6 3 9
T 4 1 5
Total 23 8 4 1 36
1 2 3 0 T
1 1 1 2 5 2-2. B
6 4 2 12 C
1 2 3 6 I
3 3
1 3
Tota 12 13
3 10
5
7 38
1 2 3 0 T
7 2
3 4
2 12
6
9
5
Tot. 21 9 1 5 36
1 2 3 0 T
1 2 2 5
1 7 2 2 12
4 2 6
3 10
5
Tota 5 17 9 7 38
2-3. B
C
I
R
T
1 2 3 0 T
1 1 2 4
5 2 3 2 12
4 2
Tot 10 13
6
2 9
1 5
7 36
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12
6
1 9
5
2 36
17. B
C
I
R
T
1 4
12
1 6
2 9
5
4 36
4 T
1-2B
C
I
1-3B
C
I
3 Years LaterCurrent
1 2 3 0 T
3-1 B 2 1 1
C 6 5 1
I 1 1 3
R 2 3 3
T 1 3
Tota 12 10 11
3-7. B
C
I
R
T
3 36
1 2 3 0 T
1 2 1
8 2 2
2 4
6 2
1 1
Tota 18 11
4 3-8. B
1 9
1 5
2 36
1 2 3 0 T
3 1 4
8 2 1 1 12
2 4 6
5 2 1
2 1
Tot 20 9 3
1 9
1 4
3 35
1 2 3 0 T
4 4
2 6 2 2 12
3 4 1
2 1
Tot 7 20 4
1 9
1 4
4 35
1 2 3 0 T
3-3B 2 2
C 1 6 3
1 4 1
R 1 5 2
T 1 1 2
Tota 3 18 10
4
2 12
1 6
1 9
1 5
5 36
3-9. B
C
I
R
T
1 2 3 0 T
2 1 1
6 3 1
Tot 14 12
1 2 3 0 T 1 2 3 0 T
3-4 B 3 1 4
C 1 3 6 2 12
I 1 4 1 6
R 6 2 1 9
T 2 2 1 5
Tota 3 13 14 6 36
3-10. B
C
I
R
T
1 2
4 3
2
Tot. 14 14
1 4
1 12
1 6
2 1 10
1 1 4
4 4 36
1 2 3 0 T 1 2 3 0 T
1 2 1 4
3 3 4 2 12
2 3 1 6
6 2 1 9
1 1 2 1 5
5 14 11 6 36
1 2 3 0 T
3-11. B
2 6
1 1
Tot 6 14
2 2
4 4 12
2 6
1 1 10
1 1 4
8 8 36
3 1 4
1 4 6 1 12
1 2 2 1 6
5 2 2 9
2 1 1 4
Tota 4 14 12 5 35
3-2 B
C
I
4
2 12
1 6
2 9
1 4
6 35
3-5 B
C
I
Tota
3-6 B
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